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PREFACE 


The present Survey is the twenty-seventh in a series of reports 
prepared annually by the secretariat of the Economic Commission for 
Asia and the Far East (ECAFE). A major object of these Surveys, 
and the quarterly Economic Bulletin, is the analysis of recent economic 
developments in the countries of Asia and the Far East, and of inter- 
national developments that affect them. Particular attention is paid 


to the analysis of economic policy and policy issues. 


Since 1957, in addition to review and analysis of developments 
in individual countries of the region, it has been the practice of these 
annual Surveys to examine specific problems concerning the economies 
of the region in order to study long-term trends and their implications 


for national policies. 


The First Biennial Review of Social and Economic Developments 
in ECAFE Developing Countries during the Second United Nations 
Development Decade printed in Part One of the 1972 Survey raised 
the question of “education and employment” as an important element 
of the general problem of mass poverty, unemployment and under- 
employment facing the developing countries of the ECAFE region. 
Accordingly, Part One of the present Survey is devoted to an in-depth 
study of the problem of education and employment. Part Two of the 
Survey contains a review of the current economic situation of 28 


countries of the region. 


The Survey is published on the sole responsibility of the ECAFE 
secretariat; the views expressed should not he attributed to the Com- 


mission or to the Governments of member countries. 


Bangkok, March 1974. 
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; EXPLANATORY NOTE 


The term “ECAFE region” is used in the present issue of the Survey to include Afghanistan, Australia, Bangladesh, Bhutan, the British Solo- 
mon Islands, Brunei, Burma, China, the Cook Islands, Fiji, the Gilbert and Ellice Islands, Hong Kong, India, Indonesia, Iran, Japan, the Khmer 
Republic, Laos, Malaysia, Mongolia, Nauru, Nepal, New Zealand, Pakistan, Papua New Guinea, the Philippines, the Republic of Korea, the 
Republic of Viet-Nam, Singapore, Sri Lanka, Thailand, Tonga, the Trust Territory of the Pacific Islands and Western Samoa. The term 
“developing ECAFE region” excludes Australia, Japan and New Zealand. 

Reference to “‘tons’’ indicates metric tons, and to “dollars”, United States dollars, unless otherwise stated. 

The term “billion” signifies a thousand million. 

Three dots (...) indicate that data are not available or are not separately reported. 

A dash (—) indicates that the amount is nil or negligible. 

A blank in a table indicates that the item is not applicable. 


A hyphen (-) between dates representing years, e.g. 1960-1970, is used to signify the full period involved, including the beginning and 
end years. 


A stroke (/) indicates a crop year, fiscal year or plan year, e.g. 1972/73. 
The plan years of the ECAFE countries coincide with their fiscal years as given in the table below. 


In respect of information given, the countries listed below have generally been included, subject to limitation of data. 


Official rate of exchange 
for one United States 


Country Fiscal year Currency and abbreviation dollar as March 1974 
except as otherwise 
indicated 
Afghanistan 21 March to 20 March Afghani (Af) 45.00 
Australia . July to June Australian dollar ($A) 0.67 
Bangladesh July to June Taka 7.923 
Bhutan at ay April to March Rupee (Rs) 7.837" 
British Solomon Islands . January to December Australian dollar ($A) 0.67 
Brunei January to December Brunei dollar ($B) 2.41 
Burma October to September Kyat (K) 4.86 
China . January to December Yuan (¥) 2.00° 
Cook Islands . April to March New Zealand dollar ($NZ) 0.68 
Fiji r January to December Fijian dollar ($F) 0.80 
Hong Kong . April to March Hong Kong dollar (#HK) 5.085 
India . April to March Rupee (Rs) 7.837" 
Indonesia . January to December Rupiah (Rp) ¢ 
Tran. 21 March to 20 March Rial (Rls) 67.62 
Japan . - April to March Yen (Y) 276.00 
Khmer Republic . January to December Riel (KR) 302.00° 
Laos July to June Kip (K) 600.00 
Malaysia . January to December Malaysian dollar ($M) 2.41 
Mongolia . January to December Tugrik 3.208 
Nauru July to June Australian dollar ($A) 0.67 
Nepal’. > ex 16 July to 15 July Rupee (NRs) 10.56 
New Zealand . April to March New Zealand dollar ($NZ) 0.68 
Pakistan . % July to June Rupee (PRs) 9,93" 
Papua New Guinea . July to June Australian dollar ($A) 0.67 
Philippines July to June Peso (P) 6.78 
Republic of Korea January to December Won (W) 398.00 
Republic of Viet-Nam January to December Piastre ($VN) 575.00 
Singapore April to March Singapore dollar ($S) 2.42 
Sri Lanka October to September Rupee (SRs) 6.577" 
Thailand . October to September Baht (B) 20.45 
Tonga July to June Tongan dollar ($T) 0.82 
Western Samoa - January to December Tala (SWS) 0.60 


OO 


* Selling rate. 
> February. 


© Basic rate according to United Nations Monthly Bulletin of Statistics. : 
4 Exchange rates are 374 for major export rate and 415 for major import rate and other import rate. 


© December 1973. 
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GENERAL SUMMARY 


(a) Education and employment 


The “First Biennial Review of Social and 
Economic Developments in ECAFE Developing 
Countries during the Second United Nations 
Development Decade”, prepared by ECAFE,}’ stated 
that the major problems facing the developing 
countries of the region were those of mass poverty, 
unemployment and underemployment. The Expert 
Group on Progress Evaluation also noted these 
problems and, among other things, concluded that 
“the spread of education will ... add a new dimen- 
sion to the employment problem” because education 
creates new aspirations and generates new attitudes. 


The problem of mass poverty is central to the 
discussion of the development problem in developing 
countries. Moreover, it assumes crucial importance 
as the Second Development Decade nears its mid- 
way point and its eradication appears more urgent 
than ever. A failure to provide employment for the 
educated will aggravate the discontent of youth and 
generate further social and political tensions. 


Part I of the Economic Survey of Asia and the 
Far East 1973 accordingly deals with the problem 
of “education and employment”, the theme that was 
likewise recommended by the Expert Group on 
Progress Evaluation. 


The introductory chapter of part I discusses 
the relationship between unemployment and poverty. 
Not all the poor are unemployed, nor are all the 
unemployed poor. Open unemployment, as mea- 
sured by survey data, is one overt symptom of the 
gap between human resources and other productive 
resources, of which underemployment in agriculture 
and other, mainly traditional, sectors of the economy 
is a more pervasive manifestation. 


Educated unemployment is first discussed in 
terms of the distinction between over-all and 
structural unemployment. The educated seek jobs, 
primarily white-collar and professional jobs in the 
modern sector, which are particularly in short 
supply. In some countries there may be “struc- 
tural” unemployment in the sense that the educated 
are refusing to take up available jobs in the wage 
sector at levels below those to which they believe 
their education entitles them. More important, 
however, is the case where education simply acts 


1 See Economic Survey of Asia and the Far East 1972, part I. 


as a catalyst to transform the underemployment in 
the traditional sector into open unemployment. 


Unemployment may be seen as a policy problem 
from two different points of view. First, as a 
problem of “deprivation”. From this point of view, 
priority target groups are hard to determine; the 
underemployed farmer may be deprived at the 
basic subsistence level; the unemployed engineering 
graduate may be deprived of a status and the 
opportunity for self-fulfilment. Neither may be 
thought to have as strong a claim on welfare grounds 
as many other deprived groups who may _neverthe- 
less be fully employed. Secondly, unemployment 
represents underutilization of resources. From that 
point of view the engineer’s unemployment may 
seem more important. 


The concentration on the problem of the 
educated unemployed in discussions of the employ- 
ment problem probably springs, however, more 
from the fact that they are predominantly from the 
more articulate sections of the community, and 
from their political sensitiveness. 


Some of the factors which affect the size of 
the “deprivation gap” and the unemployment 
problem and account for their different intensity in 
different Asian countries are: the rate of population 
growth, the availability of natural resources and the 
rate of economic growth, the level of inequality and 
the rate of the rise in expectations, of which educa- 
tion is one cause. 


The introductory chapter finally stresses that 
the connexion between education and employment 
does not lie solely in the creation of educated un- 
employment. If schools were more effective in 
raising the productive capacity of the members of 
the society, in improving the ability to exploit the 
resource endowment and in tempering the rate of 
population growth, the size of the deprivation gap 
and the “employment problem” would be smaller. 


Much of the survey concerns itself, therefore, 
with questions of the quality of education and the 
way it affects the quality of the workforce. 


Chapter II reviews the statistical data on 
population and the workforce; and focuses the fact 
that more Asian economies are now experiencing 
growth rates in the population of working age ex- 
ceeding 3 per cent per annum. Even in the minority 
of countries which have experienced marked declines 


a 


in fertility in the past decade, these growth rates will 
continue well into the 1980s; in the rest of the 
ECAFE countries, including those with large popu- 
lations, they will continue longer. The formidable 
nature of the challenge, therefore, is obvious. 


The pattern of labour absorption is examined 
through the meagre survey data from countries 
which have had two censuses in recent decades. 
The role of industry as the “lead sector” whose 
requirements for additional labour can always be 
satisfied, of agriculture as the major absorber of the 
surplus, and of the service sector as a heterogeneous 
classification playing both roles emerges very clearly, 
but so also does the wide range of incremental 
labour/output ratios in industry depending on the 
capital intensity of investment, and the differential 
absorptive power of agriculture depending on the 
tenure system and other aspects’ of the agrarian 
structure. 


The available unemployment data from different 
countries must be treated with caution in view of 
the wide variation in definition and method of data 
collection, but data from various countries show that 
unemployment ratios rise with the level of education 
up to a certain point and fall at higher levels. 


This is partly to be ascribed to the fact. that 
unemployment is predominantly youth unemploy- 
ment; and the young are better educated. But that 
is not the whole explanation. The ()-shaped rela- 
tionship between unemployment and education can 
be seen as an effect of the qualification-spiral re- 
sulting from: (i) the tendency of graduates at any 
level where output is in surplus either to settle for 
jobs at levels lower than they originally expected or 
to seek more education, and (ii) the tendency of 
employers to upgrade the qualifications for a given 
job as surplus graduates with higher education be- 
come ‘available — which in turn reinforces the 
tendency of the unlemployed graduates at any one 
level to press on to higher levels of education with 
a view to staying in the running for jobs. This 
spiral, which is characteristic of the developed as 
well as the developing countries, holds promise of 
an indefinite extension of the educational process 
without diminution in the numbers of educated un- 
employed. However, there may be certain institu- 
tional factors at work which will dampen the process 
when the unemployment bulge reaches the university 
graduate level and prevents an indefinite expansion 
of post-graduate education. 


Chapter III introduces the discussion of 
educational trends and policies by reviewing the 
assumptions underlying development strategies in 
general and their implications for education in 
particular. 
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The first assumption is the dual sector view of 
development, a view currently much criticized. 
Development was seen as a process of expansion of 
a modern sector, proceeding until it absorbed or 
transformed the traditional sector. Education was 
both a part of, and a means of entry to, the modern 
sector. 


ihe second was the view, that preparation for 
a modern-sector job was best given by_pre-career 
education and training, rather than through forms of 
apprenticeship. 


According to the third assumption, there was 
a “proper” level of education appropriate for each 
job; the “schedule of correspondences” between 
qualification and job was taken from the con- 
temporary practices of the advanced countries, 
although those practices were the product of a long 
and a slow process of qualification escalation in those 
countries. 


The fourth was the assumption that education 
had the general effect of modernizing attitudes and 
improving productive capacities, so that, even if the 
educated unemployed had to settle for jobs below 
their expected level, they would be better at those 
jobs. Educated farmers would be better farmers. 


And - finally, education was assumed to have 
many other important functions beyond the mere 
preparation for economic life. It was. also a basic 
human right. 


Policies for the development of primary educa- 
tion generally concentrated on the last aspect of 
education as a human right. Secondary and higher 
education was seen as the manpower planner’s 
sphere where school outputs should match job 
opportunities. 


_ The fact that school output and job opportuni- 

ties do not match, and that the imbalance grows 
greater, is the chief source of the current concern 
(not to say deep sense of malaise) surrounding the 
educational system. Other sources of this concern 
are: (i) the inexorable escalation of the budgetary 
demands of the school system; (ii) the fact that the 
universal diffusion of primary education is still far 
from accomplished in many Asian countries; (iii) 
the near impossibility, in a school system largely 
oriented towards preparation for university, of trying 
to gear primary curricula to the later work environ- 
ment in which the majority of primary school 
children will live; and, finally, (iv) increasing 
doubts: about the adequacy of the schooling given ‘in 
producing for the modern sector people with the 
qualities of intellect and character necessary for the 
development tasks which their country faces. 
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Chapter IV considers the pattern of expansion 
of school systems in the region over the last decade. 
Expansion has been a product of two main factors: 
public policy based on the assumptions just out- 
lined, and private demand. Governments have been 
concerned with a balanced development of the 
school system; collectively they have endorsed in 
particular the Karachi Conference target of achieving 
seven years’ universal primary education by 1980. 
However, the pressure of private demand has con- 
centrated primarily on those levels and types of 
schooling which offer immediate preparation for 
white-collar and professional jobs in the modern 
sector, viz. academic secondary education leading 
to university courses which qualify for the science- 
based professions and the arts courses which (whe- 
ther or not they are justly criticized as academic 
and irrelevant to the needs of growing economies) 
are seen as providing a vocational qualification for 
administration and management. In nearly every 
country in the region, the expansion of secondary 
education has been faster than the expansion of 
primary, even in countries where the diffusion of 
primary education is still far from universal, and the 
expansion of tertiary has frequently been faster than 
that of secondary. 


This contrasts with the historical pattern of 
development of the now developed countries, such 
as Japan. The reasons are to be sought in the rapid 
development of communications which tie local elites 
firmly into the national community and bring their 
children definitively into the national competition for 
upper-tier jobs, the strength of the ideal of equality 
of opportunity, the wide gap in incomes and status 
between the modern and the traditional sectors in a 
dualistic pattern of development — all tending to 
make that small percentage of children who reach 
the university the pivot on which the whole school 
system revolves. The percentage is no longer so 
small in several countries as a result of the pressure 
of private demand. In some countries where 
universities are relatively tightly controlled by the 
State, private demand expresses itself through the 
electoral and administrative systems; in others, 
notably the Philippines and the Republic of Korea, 
through the expansion of private schools. 


Why does demand persist despite unemploy- 
ment? Economists’ calculations of average private 
rates of return to university education suggest that 
it can still be a profitable investment, in spite of a 
lengthening “waiting period” before getting a job. 
However, the careers of some graduates of low- 
quality institutions suggest that their rate of return 
may be negative. Clearly, rational calculation of 
salary prospects is not the only source of the pres- 
sure for education — the security and status of a 


professional job, the desire for independence and 
self-sufficiency, unwillingness to abandon the pursuit 
for a modern-sector job — all these factors play a 
certain role. 


If private rate of return calculations are an 
incomplete guide to the strength of private demand, 
social rate of return calculations also do not provide 
better guidance to the desirable pattern of invest- 
ment, for a variety of reasons, including the difficulty 
of taking salary levels as indicators of “productive 
contributions”, the problem of externalities, and the 
particular problem of measuring returns to primary 
education in a dualistic economy. 


Nevertheless, the conclusion of rate-of-return 
analysts that primary education yields higher social 
rates of returns may be pragmatically welcomed by 
those who would advocate a concentration of re- 
sources on primary expansion as part of a general 
development strategy which seeks to correct the 
dualism of past patterns of growth. 


Two other aspects of rapid expansion deserve 
attention. How far has quantity been achieved at 
the expense of quality? Indicators of pupil/teacher 
ratios and teachers’ qualification levels show no_ 
obvious change at the primary level, but the picture 
may be different at the higher levels. 


Secondly, how have national budgets coped 
with the expansion? The pressure has been con- 
siderable. It will grow as each age cohort of 
children grows larger than the one before in countries 
with high population growth. Only very rapid 
economic growth can prevent education taking a 
steadily increasing share of national budgets and 
GNP, at the expense of other alternative forms of 
development expenditure. 


The qualification-spiral, making the expansion 
of secondary and higher levels self-reinforcing, 
promises to add to that pressure. 


Just as it frequently causes confusion to con- 
sider both wage employment and traditional self- 
employed farming as a “job”, so the way schools 
prepare for work has to be considered from two 
points of view, (i) how the school system both 
selects and prepares for the desirable white-collar 
and professional jobs in the modern sector, and (ii) 
how it prepares those destined to continue the 
occupations of their parents. 


Chapter V takes up the former theme, em- 
phasizing that, whether or not the school succeeds 
in preparing those destined for upper-tier jobs, it 
is much more obvious that, in a situation where 
recruitment practices are increasingly geared to 
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educational qualifications, the schools are responsible 
for selecting those who are to be entitled to such 
jobs, chiefly by means of academic achievement 
tests. 


In nearly all school systems in the ECAFE 
developing countries, less than 50 per cent of each 
age group remains in the school system at the 
beginning of grade VII (a slightly larger proportion 
in Malaysia (West), Singapore and perhaps the 
Republic of Korea). Fewer have more than 20 
per cent left by the end of grade X. This pre- 
liminary “seeding” process in the competition for 
modern-sector jobs is performed (i) by gradual 
“dropping out”, especially in the early grades of 
primary, as a result of parental poverty, discourage- 
ment caused by failure in grade promotion tests and 
the need to repeat grades, etc. (ii) by rationing 
entry to secondary schools by achievement tests, 
and (iii) by rationing entry to secondary schools by 
the ability to pay fees. 


That it is preferable to keep all children in 
‘school to the end of the primary cycle and then 
select is generally acknowledged, but the social 
conditions which permit automatic promotion — 
adequate schools, universal acceptance of the 
parental obligation to educate and hence regularity 
of attendance, facilities for dealing with backward 
children — are far from universal. 


Selection also takes place within the school 
system: as between academic and _ vocational 
secondary; as between science and arts streams 
within the academic secondary school. Educators’ 
principles of selection by ability and aptitude clash 
with parents’ perception of a hierarchy of opportuni- 
ties and clear preference for the streams leading to 
the most desirable jobs. This leads to (i) pressure 
to expand academic secondary schools, particularly 
science streams which lead to the highest paid (and 
brain-drainable) professions, rather than ‘“dead- 
end” vocational schools, (ii) pressure to postpone 
the point of definitive selection in, for example, 
comprehensive schools which keep options open for 
“late developers”, and (iii) a tendency to use voca- 
tional schools as a “second-best” means of going on 
to higher education. 


This has several adverse consequences for the 
vocational schools idea as originally conceived. To 
keep options open, they frequently have a high 
content of general academic courses and a low pro- 
portion of vocational courses; the vocational courses 
are not the prime concern of the “best” pupils, so 
are disparaged; the sense of inferiority at having 
been “relegated” to vocational schools is counter- 
educational; employers, knowing about this “relega- 
tion” may well prefer, even for technical jobs, the 
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academic stream secondary graduate who did better — 
To this — 


in the secondary entrance competition. 
may be added the inherent difficulties of vocational 
education: the choice between teaching specific skills 
for which there may be no market, or general skills 


: 


© 


t 


which employers may not see as particularly relevant, — 
and the difficulty of finding competent teachers, 


given the competing demands of industry. 


Non-formal methods are probably much more — 


effective as a means of teaching industrial skills 
than pre-career preparation in formal schooling. 
Thus, instead of expansion of vocational secondary 
schools, it may be desirable to give the incentives to 


private employers to train within industry; both | 


subsidization policies and training inspectorates could 
help. 


“Equality of opportunity” is 
universal slogan and ideal in ECAFE countries. 
The relationship between equality of the opportunity 
to compete for widely unequal life-chances on the 


one hand, and social equality (equality of income, - 


a well-nigh | 


power and prestige) on the other, is not un- — 


ambiguous, but the strength of the demand for ~ 
In fact, of - 


equal opportunities is undeniable. 
course, the small amount of survey evidence which 
is available shows that opportunities are far from 
equally distributed as between town and country, as 
between the sexes and as between the social classes. 


Quite apart from the denial of opportunity, this has. 


regressive income distributive effects inasmuch as | 


the higher levels of education which receive the 
heaviest public subsidies have a disproportionately 
large proportion of children from well-to-do classes. 


The problem of the quality of education and | 


the success of the schools in preparing the next 
generation for crucial administrative and entrepre- 
neurial roles in developing countries cannot be 
divorced from the unintended effects of the schools’ 
selection functions, i.e. the backwash effect of 
examinations. 
sharp difference in rewards in a dualistic framework, 


historical factors —- serve to make examinations in | 


developing countries (i) more amenable to rote- 
learning coaching techniques, and (ii) more ex- 
clusively the be-all and end-all of schooling. As a 
consequence, it is suggested, schooling can become 
mere qualification, no longer an education, a pro- 
cess which is more likely to suppress than to foster 
intellectual curiosity, initiative and creativity. 


Chapter VI deals with the provision of an 


appropriate education in primary or junior secondary — 


school for those children (the majority) who are 
destined for the traditional and informal sector 
occupations which still predominate in most Asian 
economies. Recent trends towards a rethinking of 


Several pressures — poverty, the 
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development strategies, placing more emphasis on 
the steady improvement of traditional and informal 
sector activities than on single-minded concentration 
on building up a modern sector, have highlighted 
the crucial importance of this aspect of education. 


At present, however, this majority of children 
are treated as the “residuals”, the “drop-outs”. The 
attention of the school system is devoted to the 
minority who go on to higher levels and to modern 
sector jobs. The curriculum concentrates on the 
academic subjects which provide the foundation for 
higher studies. The employee-orientation of a 
schooling designed as preparation for a salaried job 
does not breed the entrepreneurial decision-making 
skill required by a “green revolution” farmer. 


However, since most children hope to proceed 
higher in the system, (have, indeed, come to school 
in the first place in the hope of escaping from 
farming), and since those who will and those who 
will not are not clearly distinguishable until primary 
schooling is over, the tendency of the primary school 
to concentrate on the needs of the continuers and to 
resist “terminalization” is probably inevitable. 


These characteristics show a secular tendency 
to grow more acute with the spread of communica- 
tions, the increasing incorporation of rural areas into 
a national polity and increasing institutionalization 
of the ideals of equal opportunity, as is suggested by 
comparison of the contemporary situation with the 
historical situation in Japan, and the history of 
Indonesia’s community schools or India’s basic 
education. 


Various solutions are suggested. One is 
earlier selection, so that those identified early as the 
“leavers” can be given the terminal education they 
need. Social resistance to such a measure (as to 
“dead-end” vocational secondary education) is 
probably too strong for any Government successfully 
to adopt it, however. 


A second solution is to continue with efforts to 
make the content of the course relevant to the 
environment, both its cognitive content and the 
methods of teaching with all the “process products” 
which they involve. Sri Lanka has recently em- 
barked on a new scheme of pre-vocational studies 
for this purpose. Such efforts fact two difficulties. 
The first is the obvious problem of deciding what 
is (i) actually relevant to future livelihoods, (ii) 
within the grasp of the child, and (iii) capable of 
being taught by the teachers who will actually be 
available. Secondly, these vocational studies have 
to be fitted into the rest of the curriculum. Either 
they are not examined, with the danger that they 
might not then be taken as seriously as the academic 


subjects which determine the chance of secondary 
education; or they are examined, and the examina- 
tion carries due weight for selection purposes. In 
the latter case, the subject is likely to be intellec- 
tualized and made very difficult for the very children 
(those of lower ability) for whom it is designed. 


A third solution is to introduce such courses, 
together with work experience, in sufficient quantity 
decisively to shift the balance and centre of gravity 
of primary education. This is the preferred solution 
in China where, of course, the “walking on two 
legs” development strategy of giving equal weight to 
the traditional and the modern sector has been 
espoused more whole-heartedly than elsewhere, and 
where the changes in education were accompanied 
by, for example, changes in the health system and 
economic decentralization. Work experience forms 
a very large part of the basic seven-year cycle of 
education, and it is experience in productive work 
in the community, against work segregated into 
school shop courses etc. 


The fourth solution is also one which so far is 
adopted only in China, viz. to alter the structure of 
incentives by changing selection criteria. If selec- 
tion for higher education is based on tests which 
cannot be directly prepared for, e.g. academic 
aptitude tests or intelligence tests, rather than on 
conventional tests of academic achievement, even 
the able children with the best prospects could be 
persuaded to take a full part in the pre-vocational 
courses and work experience because they would no 
longer be prejudicing their chances of advancement 
by doing so. In China, modes of selection for 
higher education appear to vary, but rely chiefly on 
selection by production units (communes and fac- 
tories) of people to receive higher education on the 
assumption that they would later return to their 
unit. The relationship between this mode of selec- 
tion and the attempt to achieve a thorough ruraliza- 
tion of the primary curriculum is clear. 


A last possible solution is to abandon hope of 
making primary education genuinely useful as a 
vocational induction into traditional or informal 
sector activities, and to concentrate instead on non- 
formal education of youth and adults —- those who 
are already committed to a livelihood in these sectors 
and hence potentially far better motivated to learn. 
That motivation can only be sustained, however, if 
the courses provided are attractive, as the history of 
adult literacy campaigns demonstrates. The evolu- 
tion of conventional literacy campaigns into func- 
tional literacy campaign seems prima facie promis- 
ing, and the results of evajuation studies are awaited. 
Formal “adult education” is not the only question 
involved, however. An improvement of agricultural 
extension services may be just as important. Plans 
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for development schools in Indonesia which will be 
rural centres catering ‘for both children and adults 
suggest another form which such efforts might take. 


However, there is some indication that; for all 
the irrelevance of much of the curriculum and the 
examination-orientation of the way it is taught, rural 
primary schooling does have some beneficial effects 
on farmers’ productive performance. The evidence 
is rather weak, and it is hard to think that a better 
kind of schooling could not do a good deal more. 


Finally, chapter VII reviews current suggestions 
for policy initiatives to tackle the problems identified 
in previous chapters. 


Educated unemployment may in the first place 
be tackled by special public sector job creation 
schemes. These seem to hold little promise, unless 
there is a clearly defined social need which it would 
have been worth filling anyway, even in the absence 
of large numbers of unemployed. 


The more obvious, if more negative, approach 
is to seek to regulate enrolments. The inevitable 
political difficulties attendant on any attempt to do 
so merely by ordinance suggest the alternative of 
financial measures, e.g. raising fees, but compensat- 
ing either by grants to poor students or by a scheme 
of educational loans. A third alternative is to 
narrow differentials in salary structures so that the 
incentive to seek higher education is reduced, but 
by how much differentials would have to be narrow- 
ed to make any difference is still unclear. A fourth 
alternative is to alter recruitment patterns radically, 
initially in the public sector, in the hope that the 
private sector would follow. For example, if all 
bottom-of-the-ladder recruitment were to be done at 
age 17 and all tertiary education were to become 
recurrent mid-career education instead of qualifying 
pre-career education, the incentive to seek higher 
education would disappear, and the pushing of the 
unemployment bulge back to the secondary level 
may make secondary education a part of general 
education, carrying no particular job entitlement. 


The last way of tackling the educated un- 
employment problem, viz. by changes in curricula 
which give the now unemployed graduates different 
attitudes so that they accept any job, is thought: not 
to have much.prospect of success as long as the 
present structure of incentives remains unaltered. 


With regard to the other half of the problem, 
viz. devising an education which is better in quality 
and more relevant in content to the future work of 
all who go through the school system, the conclu- 
sions of chapter V on the difficulties of effective 
vocational training at the secondary level and the 
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superior merits of in-career, non-formal training are 
reiterated. Experiments with the diversification of 
university curricula, particularly two-year college 
courses with a practical bias, are still too new for 
their effects to be judged. They may well suffer 
from some, but escape others, of the difficulties of 
secondary-level vocational training. 


However, for the problem of examination back- 
wash, which is seen as a major determinant of the 
quality of education, particularly as a preparation 
for careers which require initiative and decision- 
taking, such as those of a civil servant, or a farmer, 
or a self-employed artisan or industrial manager, 
one solution might be to find an alternative to 
achievement tests as a means of selection for jobs; 
an alternative, still within the school system, which 
does not permit of intensive test-coaching. Various — 
forms of aptitude tests or reformed achievement — 
tests might be considered. There are difficulties, © 
notably the problem of providing new incentives to © 
learn to replace the desire to pass examinations, — 
but, for various reasons, these should not be - 
insurmountable. 


These changes in modes of selection have been ~ 
Suggested (i) to improve the process of learning 
for those proceeding to higher education, and (ii) 
to make it possible to introduce into the primary 
curriculum much more material directly relevant to 
the future work lives of the majority of primary © 
school pupils. It should be possible to “terminalize” — 
the content of primary education after the replace- — 
ment of achievement tests. Another device for 
aiding the “terminalization” of primary is that of — 
quotas for promotion to secondary, suggested in the 
report of the ILO Mission to Kenya. : 


The chapter finally orders these various sugges- 
tions into two more or less coherent packages: a 
package of relatively radical structural reforms and 
a package of marginal/incremental changes. 


The structural package contains the following 
elements: 


(i) Alter the public sector recruitment patterns 
to do all bottom-of-the-ladder recruitment 
at 16-18, and give every incentive to the 
private sector to do likewise. 


(ii) Higher education beyond that age to 
consist of three types: (a) in-service 
training, e.g. of future administrators to — 
study politics, economics, public adminis- 
tration or sociology. Such training could 
be recurrent throughout lite in a variety 
of forms and without conventional degrees, 
(b) training for self-employment. Non- 
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certifiable courses in carpentry, business 
management, accountancy etc. (although 
certifiable when there is a need to protect 
the public, e.g. in the case of druggists), 
(c) in-career education, through non- 
certifiable courses, again without conven- 
tional university degree packages of 
knowledge, which are not confined to the 
beginning of a career. They could be 
part-time, or there could be a scheme of 
granting leave from work for these general 
education courses as much as for in-service 
training. 


(iii) Use the resources released by the con- 
sequent natural shrinkage of tertiary-level 
education to make primary education as 
universal as possible, and extend the open- 
access span of universal schooling as long 
as possible. 


(iv) Decisively shift the content of primary 
education to make it relevant to the work 
life of the community in which the school 
is situated. 


(v) All tests which serve to ration life chances, 
e.g. occupational recruitment tests and 
selection in the educational system (in 
societies which cannot afford to keep all 
children in school until the age of 16 or 
17 so that there has to be selective educa- 
tion at the secondary level), to be some- 
thing other than achievement tests to avoid 
distorting the school curriculum. 


(vi) In all fields, an encouragement of on-the- 
job learning, decisively shifting the balance 
of the society’s learning from pre-career 
qualification to in-career preparation for 
a future career which one has already 
chosen, and for which one has been 
chosen. 


The marginalist/incrementalist package of re- 
forms which can be implemented more gradually 
contains, indeed, many of the elements of the more 
radical one, if somewhat modified. 


(i) An expansion of primary education, com- 
bined with adult education and efforts to 
give everybody a basic education as com- 
plete as the society can afford. 


(ii) Even though complete success may be 
impossible without a change in the struc- 
ture of incentives, continuing efforts to 
replan the curriculum content of this basic 
education to achieve not only literacy, 


numeracy and oracy, but also such objec- 
tives as character-building and citizenship- 
training and making each person capable 
of seeking (and fitting himself into) an 
adequate means of livelihood. 


(iii) Perhaps, to aid in this, a shift towards 
the aptitude testing methods, possibly, for 
instance, including in achievement tests 
an increasing number of problem-solving 
questions or questions not directly related 
to the previous syllabus. 


(iv) Discouragement of expansion of secondary 
and higher education, chiefly by financial 
measures, shifting the costs to parents or 
to the future earnings of the educated, but 
with compensating subsidization for the 
poor, if it is possible to ensure that the 
subsidies actually go to the poor. 


(v) A shift towards the pattern of the struc- 
tural-change model, i.e. by introducing a 
compulsory period of work experience 
between the end of secondary and the 
beginning of higher education, even if the 
pre-career qualification pattern in general 
remains. 


Although they do roughly cohere as packages, 
they are not a matter of straightforward dichotomous 
choice. There are many intermediate possibilities 
and possible alternative combinations of resources. 
However, one recommendation which unambiguously 
follows from the survey is the need for more research 
if the problems of the educational system and of 
the labour market are to be properly understood 
and wise policies are to be formulated. 


(b) Review of current economic developments 


Part II of the Economic Survey of Asia and the 
Far East, 1973 reviews current economic develop- 
ments and policies in 28 ECAFE member and 
associate member countries. This review of 
economic developments has been made in accordance 
with United Nations General Assembly resolution 
2626 (XXV) which adopted an International Deve- 
lopment Strategy for the Second Development De- 
cade, set certain social and economic targets for 
the Decade, and requested that periodic reviews of 
progress be made at the global, regional and na- 
tional levels. The review of current economic 
developments measures regional performance in 
1971, 1972 and, where possible, 1973, against the 
social and economic targets mentioned above. A 
comprehensive review of social developments was 
contained in the Economic Survey of Asia and the 
Far East, 1972 and, as only a small amount of data 
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covering this area in 1973 is yet available, the 
current review has béen unable to deal at length 
with social developments. 


Nine selected developing ECAFE countries, 
which together account for about 90 per cent of 
regional GNP (other than China for which no data 
are available), attained a weighted annual average 
growth rate of 5.7 per cent during 1965-1970. The 
growth rate fell to 5.4 per cent in 1971 and to only 
4.0 per cent in 1972. Current estimates suggest that 
it rose to around 5.0 per cent in 1973. With the 
exception of 1972, the performance of the regional 
members included in the Survey as a whole was fair, 
but the performances of individual countries varied 
considerably from these averages. One source of 
concern is that most of the countries of the South 
Asian subcontinent continue to experience severe 
levels of mass poverty and unemployment and, at 
the same time, to register growth rates which are 
well below the United Nations target of 6.0 per cent. 
Other problem areas include the war-distressed 
economies of southeast Asia, the land-locked coun- 
tries of Asia and the newly-emerged nations of the 
South Pacific, In all these cases, a particular set 
of economic circumstances, peculiar to the type of 
economy concerned, has made for unsatisfactory 
rates of economic development. 


The agricultural sector, plagued by adverse 
climatic conditions in 1971, experienced even worse 
conditions in 1972, Production of agricultural out- 
put in ECAFE developing countries increased by 
less than 1.0 per cent in 1971 as compared with 
1970 and declined in 1972 by 2.4 per cent. Given 
the decade target of a 4.0 per cent per annum growth 
rate in the agricultural sector, this was a most un- 
satisfactory situation, In terms of per capita food 
production, the situation is even more serious, In 
1971, food production per capita in ECAFE de- 
veloping countries fell by 2.9 per cent as compared 
with 1970; in 1972 the decline was 4.9 per cent. 
The impact of such a dramatic decline in food out- 
put on already low living standards cannot be easi- 
ly appreciated. Fortunately, preliminary informa- 
tion suggests that agricultural conditions returned to 
normal in 1973 and economic growth in the agri- 
cultural sectors of most ECAFE developing coun- 
tries exceeded the very satisfactory growth rates of 
between 4.0 and 5.0 per cent attained in the period 
1968-1970, Nevertheless, whatever the 1973 per- 
formance, it has to be viewed in the light of the 
decline in agricultural output registered in 1972. If 
anything, the experience of 1971 and 1972 em- 
phasizes that, despite the benefits of the “green 
revolution”, the region’s agricultural output can be 
suddenly and dramatically affected by climatic con- 
ditions. 


Economic Survey of Asia and the Far East, 1973 


Up-to-date information is generally unavailable 
concerning the manufacturing sector and, as a conse- 
quence, it is difficult to assess trends in this sector 
in 1972 and, especially, 1973. By the end of the 
1960s, seven countries, viz. Indonesia, Iran, Malay- 
sia, Pakistan, the Philippines, the Republic of Korea 
and Thailand, had obtained manufacturing growth 
rates well in excess of the current decade target of 
8.0 per cent, and data available for 1971 and 1972 
indicate that these growth rates have been sustained, 
although there was an abrupt decline in industrial 
output in Pakistan in 1971. A most encouraging 
increase in industrial output of 7.1 per cent was 
achieved by India in 1972 as compared with 1971. 
The war-distressed econcmies of southeast Asia, the 
land-locked countries of Asia and many of the 
Pacific island developing countries have attained 
generally unsatisfactory growth rates in their manu- 
facturing sectors. 


Two short-term factors dominated economic 
performances in ECAFE developing countries in 


1971 and 1972: the reduced rate of growth in the 


developed industrial cquntries had adverse effects 


on the exports of developing countries, and a com- | 


bination of droughts and floods severely hampered 
production in the agricultural sectors of most coun- 
tries. Correspondingly, the strong upsurge in 
demand and output in advanced economies in late 
1972 and 1973 and the return to more normal 
economic conditions in agricultural sectors made for 
more satisfactory economic development in ECAFE 
developing countries in 1973. However, two fac- 
tors give cause for concern when growth rates pros- 
pects are considered for 1974. Firstly, the majori- 
ty of developed industrial economies have moved 
beyond the peak of their business cycles and the 
rate of increase in their outputs is expected to 
decline. To some extent these slower rates of 
growth in output will be self-induced as countries 


seek to reduce inflation by cutting back on aggre-_ 


gate demand. Secondly, growth rates in a number 


of developing countries could be affected both direct-_— 


ly and indirectly if the uncertainties concerning oil 
supplies persist. 
that the root problems affecting the international oil 
crisis be solved as quickly as possible. 


The International Development Strategy called _ 


for an increase in domestic savings as a proportion 


of GNP in developing countries of 0.5 percentage — 


For this reason, it is imperative | 


points per annum in order that domestic savings — 


ratios should approximate 20 per cent or more by 
the end of the Decade. 
tic savings in ECAFE developing countries rose 


rapidly, but, in the late 1960s, savings as a propor- 


tion of GNP tended to remain constant or even to: 
decline a little. Once again, the performance of! 
individual countries varied considerably. However,, 


In the early 1960s, domes-. 


| 
i 
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tentative estimates of savings ratios suggest that an 
improvement took place in 1971 and 1972. For 
the developing countries of the region as a whole, 
the share of gross domestic savings in GNP fell from 
17.8 per cent in 1965 to 17.2 per cent in 1970 
and rose to an average of 18.5 per cent in the years 
1971-1972. 


The Survey emphasizes the importance of th 
role of foreign savings in over-all capital formation. 
It is discouraging to note that, not only has the net 
transfer of resources from developed to the develop- 
ing countries remained well below the 1.0 per cent 
of GNP objective set for the Second Development 
Decade, but that the net flow of resources as a share 
of developed countries’ GNPs actually declined in 
1972 as compared with 1971. Data concerning 
1973 are not yet available, but, contrary to the 
global experience, there has been an encouraging 
increase in nominal terms in net resource flows to 
ECAFE developing countries in 1972. In South 
Asia, net receipts in United States dollar terms in- 
creased by approximately 40 per cent, and, in East 
Asia, by approximately 10 per cent. Nevertheless, 
existing levels of net resource flows are inadequate 
and somewhat poorly distributed. It needs to be 
emphasized that, not only should official aid be 
increased, it should be directed to those areas where 
it can have the greatest impact on mass poverty and 
unemployment. 


According to projections made by ECAFE, 
investment in real terms in ECAFE developing 
countries needs to increase at about 8 to 9 per cent 
per annum if the 6.0 per cent growth rate objective 
of the Second Development Decade is to be attained. 
Estimates of the share of gross investment in GNP 
for the region as a whole indicate that it fell from 
17.8 per cent in 1965 to 17.2 per cent in 1970 and 
Tose to an average of 18.5 per cent in 1971/72. 
The performance of individual countries varied sig- 
nificantly, but those countries whose investment ratio 
approximated to or exceeded 20 per cent in 1971/ 
72 included Iran, the Philinpines, the Renublic of 
Korea, Sri Lanka and Thailand. In 1972, Malay- 
sia’s investment ratio rose to over 20 per cent and 
India’s increased to the highest level attained since 
the mid-1960s. 


The growth rate-of exports for the region’s 
developing countries fell from 14.7 per cent in 1969 
to 9.7 ver cent in 1971, while the corresvonding 
figures for imvorts were 9.5 per cent and 12.0 per 
cent respectively. In 1972, however, the exnorts 
and imvorts of the region exvanded in United 
States dollar terms at the record rates of 17.4 and 
13.4 per cent respectively. The level of world 
economic activity was a major determinant of the 


decline in export growth in 1971 and its dramatic 
recovery in 1972. Another important factor affect- 
ing the 1972 perforinance has been the sharp rise 
in commodity prices as a consequence of a world- 
wide shortage of food and other agricultural com- 
modities. Preliminary information suggests that the 
rate of increase in ECAFE developing country ex- 
ports was sustained in 1973, although it is difficult 
to assess the impact of the international oil situa- 
tion on trade flows in late 1973. Given the Second 
Development Decade target of 8.0 per cent per 
annum for export expansion, the performance of 
ECAFE developing countries is a commendable one. 
However, it depends greatly on the level of economic 
activity in developed economies. The over-all per- 
formance would improve considerably if the policies 
of the developed economies in regard to the labour- 
intensive exports of developing countries were to be 
revised. A more liberal approach in this area would 
favourably affect both the balance of payments and 
employment situation of ECAFE developing coun- 
tries. 


The exchange rate fluctuations which have 
occurred in the richer industrial countries have made 
for considerable uncertainty as far as economic 
management in developing countries is concerned. 
Because of this uncertainty, the developing countries 
are likely to be at a disadvantage vis-a-vis develop- 
ed economies. For instance, there is a lack of for- 
ward exchange facilities, a scarcity of developed 
financial institutions and inadequate information 
facilities. There is also a shortage of skilled man- 
power in these areas. For these reasons, if the inter- 
national monetary system which emerges features 
greater exchange rate flexibility, it is most important 
from the developing country point of view that 
greater flexibility be not associated with greater 
exchange rate instability. 


As mentioned earlier, the 1972 Survey con- 
tained a full discussion of matters relating to income 
distribution, mass poverty and unemployment, and 
these matters are not dealt with at leneth in the 
1973 Survey. They will be given detailed attention, 
however, in the mid-term review which takes place 
in 1975. One imnortant development, which has 
ageravated the incidence and depth of mass poverty 
in the reeion. was the steep rise in food prices and 
the ahsolute decline in food output which took place 
in 1972. On a global scale, inflation accelerated 
sharply in develoving countries in 1972, and this 
was esnecially so in ECAFE developing countries. 
Jf anvthing, the problem became worse in 1973. 
Furthermore, annual changes in consumer place 
indices fail to reveal the momentum and vace with 
which inflation developed in late 1972 in certain 
countries. 
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EDUCATION AND EMPLOYMENT 
Chapter | 
INTRODUCTION: THE NATURE OF THE PROBLEM 


The problem of mass poverty, unemployment 
and underemployment was focused by the “First 
Biennial Review of the Second Development 
Decade”, prepared by ECAFE, as the major prob- 
lem facing the developing countries of the region. 
The Expert Group on Progress Evaluation noted 
the problem and stated that “the eradication of mass 
poverty appears as urgent as ever.” The Group 
found, with reservations about the state of existing 
data on unemployment and underemployment, that 
they “are a serious problem in most of the region’s 
developing countries although there may be substan- 
tial variations among countries.” Furthermore, “the 
spread of education will . . . add a new dimension 
to the employment problem” because education 
creates new aspirations and generates new attitudes. 
The educational system therefore needs to be adapt- 
ed according to the needs of the developing coun- 
tries. A “failure to provide suitable employment 
opportunities to those that have already been educat- 
ed can only aggravate youth discontent and generate 
acute social and political tension.” 


The problem of mass poverty is still central to 
the discussion of the development problem in the 
developing countries, and it assumes crucial impor- 
tance as the Second Development Decade nears its 
mid-way point. 


Indeed, the problem is quite complex. An in- 
creasingly large number of. those who are poor in 
the developing countries of the ECAFE region can- 
not find work to keep them busy. In many Asian 
societies, the distribution of wealth and resources 
and the rate and pattern of investment and output 
growth are such that millions are underemployed or 
unemployed. There are villagers who have too little 
land (or, perhaps, too little knowledge of how to 
use small amounts of land) to keep them occupied 
for more than a few hours a week on average. 
Many, both villagers and town dwellers, expect to 
work for wages but cannot find employers. Others 
have never really aspired to the security of a regu- 
lar job, have never expected anything better than 
miscellaneous odd jobs. whenever they can be found, 
but find the numbers of competitors for these jobs 
growing so much faster than opportunities. 


There is another aspect of “the employment 
problem”. Many young people have had an educa- 
tion which they believe entitles them to jobs they 
cannot find. 


Unemployment is not the only cause of 
poverty; many people in Asia work for 70 hours a 
week and are still poor. Nor is unemployment 
always accompanied by poverty; many of the 
educated unemployed are reasonably well-off by the 
standards of their society. 


The situation is aggravated by the conceptual 
and measurement problem, e.g. any concept of “un-- 
employment” is defined by the way in which one 
measures it. Most statistical offices look for 
evidence that a man is both idle and looking for 
work. Similarly, “underemployment” is usually de- 
fined as doing less than a certain standard number 
of hours of work a week and looking for the oppor- 
tunity to do more. The evidence used by statistical 
offices to determine who is idle and looking for 
work can vary. In countries where nearly all gain- 
ful employment is in the wage sector of the economy, 
employers’ returns, social security applications and 
régistration at employment exchanges can be useful 
indicators. In most of the economies of Asia, how- 
ever; where the proportion of those economically 
active who work for wages and salaries ranges from 
around 15 per cent in India or Thailand to appro- 
ximately 40 per cent in the Republic of Korea, Iran 
and the Philippines and up to 80 per cent in Hong 
Kong, statistical offices usually rely on censuses or 
on special surveys which specifically ask people 
about their recent experience of work and their 
hopes for work. 


This suggests one obvious way in which educa- 
tion relates to unemployment. The schools issue 
job-entitling certificates, diplomas and degrees which 
rapidly depreciate in value. Schools may also sub- 
stantively change people’s attitudes, widen their 
horizons, raise their consumption expectations, and 
alter their conceptions of what is a satisfying or a 
self-respecting way of earning a living. 


These changes in expectations and aspirations 
can lead to an increase in the size of the “econo- 
mically active population” (the denominator of the 
fraction which represents the unemployment rate), 
in particular by prompting girls to seek paid em- 
ployment before marriage, to postpone marriage in 
order to work. and even to continue working after 
marriage. They can also prompt young men from 
villages who might otherwise have remained under- 
employed to seek to leave their farms for paid work 
in the towns., 
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(a) General and structtral unemployment 


There is a further relationship between educa- 
tion and unemployment. It is usually presented in 
terms of a contrast between general and structural 
unemployment. 


“First, there may exist an over-all im- 
balance between the demand for and the supply 
of labour, i.e. when there are simply not enough 
job opportunities in relation to the number of 
people looking for work. Secondly, there may 
exist structural imbalances, i.e., when the em- 
ployment opportunities are there but in the 
wrong place or at the wrong season, or with 
the “wrong” social status and/or earning 
power. Obviously, changes in educational 
policy cannot do much to remedy the first type 
of imbalance . . . However, education has an 
important role to play in avoiding certain types 
of structural imbalance for which it might be 
held responsible in cases where (i) the educa- 
tion and training imparted are of the “wrong” 
kind in view of the skill needs of the economy 

: or (ii) the attitudes, aspirations and 
expectations perpetuated and stimulated by 
traditional educational systems are more and 
more out of line with the opportunities the 
economy can provide.”? 


This implies that jobs are in fact available to 
job-seekers; it is just that their education has given 
them such a high opinion of their entitlements that 
secondary school leavers refuse to take the manual 
jobs which they consider suitable only for primary 
school leavers, and graduates refuse to take the 
white-collar jobs which they see as appropriate for 
those who have had only secondary education. 


It can, indeed, hardly be denied that, if educat- 
ed people were willing to accept any job offered 
to them, including manual work at substandard 
wages, educated unemployment would virtually dis- 
appear. However, this can also be said of general 
unemployment. It is certainly unrealistic, too, to 
discuss the problem of unemployment without tak- 
ing the people’s job aspirations into account, but, it 
remains an open question whether the educational 
system in Asian countries is artificially raising the 
expectations of graduates, so that they end up 
demanding more high-paying, white-collar jobs than 
are in fact available in the country. It is an open 
question largely because of the lack of research. 
Even after intensive investigations, the ILO’s com- 
prehensive employment mission to Sri Lanka failed 
to reach a clear-cut conclusion on the empirical 


1 L. Emmerij, “Research priorities of the world employment pro- 
gramme”, International Labour Review, vol. 107, No. 1, Jan. 1973, 
p. 32. 
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question of whether the educated unemployed were 
in fact refusing to take jobs which, although not 
what they considered suitable, were still likely to 
yield an income which might be considered 
“adequate”: an income, say, which covered the cost 
of replacing the calories they would expend with 
conventionally palatable food or one which was 50 
per cent above that level. In the absence of any 
comprehensive survey on these questions, the mis- 
sion could only rely on general impressions.* 


One major difficulty of these discussions arises 
from the ambiguity of the concept of a “job”. Con- 
ventionally “job” is used to mean both wage and 
salary employment and “viable self-employment”. 
In developed countries, this gives little trouble be- 
cause it is assumed that most forms of self-employ- 
ment in the economy are indeed viable and that 
everybody who fails to obtain viable self-employ- 
ment automatically seeks wage employment. This 
assumption distorts the discussion for developing 
countries where a large proportion of population has 
to be self-employed. It is because of the confusion 
about the word “job” that discussions of “structural 
unemployment” frequently conflate: 


(a) the secondary leaver who refuses to take 
a vacancy as hospital orderly so that the vacancy 
remains unfilled and the secondary leaver unemploy- 
ed. This can reasonably be called “structural un- 
employment in the wage sector”. 


(b) the son of a poor farm family who, having 
had an education, sees himself as having the alterna- 
tive of a wage job and seeks one: unlike contem- 
poraries who, not having had an education, resign 
themselves to continuing as members of the inflated 
labour force of their family. It can be said that he 
is “refusing” the alternative of self-employment (or, 
to be more precise, employment as an unpaid family 
worker), but it is stretching the concept of “struc- 
tural unemployment” too far to include him within 
its scope. 


In order accurately to identify the elements of 
the problem, the distinction between the modern 
wage sector on the one hand and the traditional 
sector on the other needs to be carefully drawn. 
It will be maintained as far as possible in the fol- 
lowing chapters. The modern wage sector is char- 
acterized by and large by security of employment 
and wage levels well above subsistence. The inter- 
mediate and traditional sectors by self-employment, 
casual, intermittent and  subsistence-level wage 
employment in both rural and urban areas. 


2 ILO, Matching Employment Opportunities and Expectations: A 
Programme of Action for Ceylon, 1971, technical paper, appendix 5. 
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(b) Policy priorities 


If some of the confusion surrounding the con- 
cept of unemployment is purely intellectual, some 
of it comes from the very real difficulty of sorting 
out the variety of different policy objectives which 
an employment policy must combine: notably, direct 
individual welfare considerations on the one hand, 
and concern with full utilization of economic 
resources on the other. 


The problem may be illustrated by considering 
the case of the farmer’s son just described. Per- 
haps the best way of formulating his situation is 
not to say that he is “structurally unemployed” but 
that by getting himself counted as “unemployed” 
by answering “Yes” to the question “Are you look- 
ing for work?”, the farmer’s son is making manifest 
in unemployment statistics a gap between expecta- 
tions and fulfilment which exists in many forms in 
the society. The exact nature of the “deprivation 
gap” varies from person to person: the farmer’s son 
may hanker for the things that he could buy with 
the money from his hoped-for job; he may look for 
the glamour of the city where the wage-jobs are; 
it may be the security of such a job which attracts 
him; it may even be that he is just seeking release 
from a nagging sense that he is not doing what he 
ought to be doing; not living up to the expectations 
of his parents and teachers. By contrast, the un- 
employed graduate engineer, who is the son of a 
well-off middle-class family, may be looking for 
more money, but he is more likely to be seeking 
independence: perhaps the self-fulfilment of doing 
a good creative job of work. Whether the depriva- 
tion of the farmer’s son is greater than that of the 
engineer or whether they are equally deprived is a 
question which every Government must ask itself 
when defining the target groups at whom its policies 
to tackle poverty and unemployment are directed. 


What complicates the issue of policy priorities, 
of course, is that unemployment is not only a welfare 
problem, one manifestation of the deprivation gap; 
it is also a resource-use problem. The idleness of 
the unemployed represents an underutilized resource. 
From that point of view, the unemployed engineer 
might command more attention from policy-makers 
than the secondary-leaving farmer’s son. This is 
one explanation of the fact that “educated unemploy- 
ment” is so frequently presented as the crux and 
focus, if not the only aspect, of the employment 
problem. The other parts of the explanation, of 
course, are the fact that the educated unemployed 
are likely to come disproportionately from the 
families of those who are in the best position to 
make or influence policy and the fear that the dis- 
affection of the educated unemployed might serious- 
ly endanger political stability. 
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(c) Deprivation 


The greater danger to political stability in the 
long run, however, may well be the size of the 
deprivation gap as a whole rather than the particu- 
lar manifestation of it which is educated unemploy- 
ment. The notion of the “deprivation gap as a 
whole” in a society is, of course, open to all the 
arguments against ‘the formulation of the ends of 
policy as “the greatest happiness of the greatest 
number”. That was a not ungenerous ideal, how- 
ever, and despite the impossibility of quantifying 
such a notion into a “felicic calculus” to be used 
for the determination of policies, thinking about 
things in this way helps to (a) bring the strands of 
different types of unemployment together in one 
framework, (b) give some answer to the question: 
“Why is unemployment a problem; is work of itself 
such a good thing?”, and (c) classify some of the 
factors which affect the size of and the rate of 
increase or decrease in the deprivation gap as a 
whole. Several factors which affect it can be 
listed.® 


The first is what may be called changes in the 
“general level of expectations”: an unmeasurable 
concept, of course, only one aspect of which is the 
increase in the specific expectation of a modern 
sector wage job, for which the spread of education 
may well be a major cause. Education can also 
affect many other elements of the level of expecta- 
tions: the expectation of security or of higher levels 
of living. However, other influences are also res- 
ponsible, e.g. the demonstration effect of mass ad- 
vertising and the increasing egalitarianism which 
leads the farmer to expect for the first time the 
security or the level of living of the town salary 
at the specific promise of politicians. 


3 For those who like arguments to be presented in algebraic form: 
dDC = (dP + dE + dl) — (dNR + dPC + dM) 


DG [ee ah NR PC M 
where: 
uc = changes in the size of the deprivation gap 


= rate of population growth 


= rate of rise in the general level of expectations 


dE 
E 


= rate of increase in the inequality of distribution of those 
elements which enter into the “general level of expecta- 
tions” 


I 


dNR - : 
= rate of growth in access to natural resources 


NR 
dPC 


= rate of growth in the productive capacity (material and 
human) to utilize those resources 


Ce eenravemen 3 in the quality of political and economic 


management which governs the level of utilization of 
natural resources and productive capacity. 
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The second variable is the number of people 
who have such expe >tations. The population growth 
rates in countries with crude birth rates well over 40 
per thousand offer a prospect of continuous pressure 
to widen the deprivation gap which Singapore, where 
intrinsic birth rates are now lower than in some 
countries of Europe, will not have to face. 


The third major factor is natural resources. 
The problem of handling the deprivation gap is 
rather different in countries where there is still good 
land to be brought under cultivation, or with pros- 
pects of discovering extensive mineral resources, 
from what it is in other countries where the only 
increase in access to natural resources to be antici- 
pated is an increase in human energy — and that at 
declining per capita levels thanks to increasing de- 
pendency ratios and, possibly, declining standards 
of nutrition. 


The fourth factor is the rate of growth in what 
might be called “productive capacity” (the second 
component of economic growth rates and probably, 
as the case of Japan, for example, suggests, a more 
important one than natural resources). It is primari- 
ly rates of growth in this dimension, reflected in 
yields per hectare in agriculture and in the growth 
of value added in industry, which distinguish be- 
tween the faster growing economies of Asia (some 
of which, like the Republic of Korea, have begun 
to achieve a marked decline in the size of the male 
agricultural labour force, or which, like Singapore 
and Hong Kong with no agricultural hinterland, 
have an actual shortage of labour) and the slower 
growing economies where the employment problem 
is acute. 


The fifth factor is the quality of economic 
management in the economy. Some economies can 
stagnate chiefly because the available natural 
resources and productive capacities are not fully 
utilized. 


Finally, one should not forget the pattern of 
distribution of income (and also that of power and 
prestige) in a society. For one thing, a wide gap 
between the rich and the poor can intensify the 
way the “demonstration effect” raises expectations 
(although others would argue that it is signs of a 
narrowing of the gap which raise expectations more). 
More fundamentally, if income is unequally dis- 
tributed, the total size of the deprivation gap may 
be increased since the deprivations of large num- 
bers are unlikely to be compensated for by the 
extra satisfactions of the well-to-do. 


The importance of these factors in determin- 
ing the size of the deprivation gap should serve 
to remind us of the diversity of the situation in the 
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various developing countries of the ECAFE region. 
In respect of all the factors listed above there is 
a wide range of variation and the pattern of school- 
ing is equally diverse. Thus, there will be few 
occasions for generalizations about the region as 
a whole. 


(d) The role of education 


Education can affect the size of the depriva- 
tion gap, as distinct from its manifestation, by its 
impact on at least five of these six variables. It 
affects the over-all rise in expectations in ways 
already discussed. It may improve the productive 
capacity to utilize natural resources (“more educa- 
tion”, it is often said, “improves the quality of a 
labour force and hence of productivity levels”), 
although, as later chapters will tell, there is increas- 
ing doubt whether the schooling given in most 
schools in most countries does have the beneficent 
effect which historical experience attributes to 
education. In the longer run, too, there is a good 
deal of historical evidence to link the spread of 
education with changes in population growth rates 
and with the development of political structures 
capable of efficient economic management and 
likely to seek more equal distribution of income. 


Two points, however, are worth stressing, at 
the conclusion of this introduction. The first is 
that the reason why the employment problem has 
come to be considered as central to development 
strategy, and the reason why education is seen as 
crucially important for the employment problem 
have to do mostly with the changes in the mani- 
festation of the deprivation gap —the increase in 
open unemployment and notably in educated un- 
employment. However, any search for a new edu- 
cational strategy ought to pay equal (and many 
would argue much more) attention to the other link- 
ages described above — the way education affects 
the size of the deprivation gap, not just its symp- 
toms and manifestations. 


Secondly, and relatedly, however central the res- 
ponsibility of the formal educational system for some 
of the manifestation of the deprivation gap, notably 
“educated unemployment”, it would be wrong to 
exaggerate the importance of the educational system 
in determining the size of the gap. To be sure, if 
formal schooling had led to enormous increments in 
productive capacity, making people more skilful, 
resourceful and enterprising, and if it had raised their 
savings ratio and their ability to choose productive 
investments and plan their families, the employment 
situation might not now be so acute. However, 
formal childhood education in school is only a small 
part of what is now termed “life-long education”; the 
family, the factory and the community share with 
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the school in the shaping of the individual’s produc- 
tive capacity and political efficacy. 


Nor can education do much about the other 
factors in the deprivation gap. One can hardly blame 
the education system for basic natural resource en- 
dowments or for the birth rates 15 years ago which 
determined today’s growth in the labour force. Nor 
can one blame the education system if, through 
failures in a Government’s management of the 
economy, or a property system which leaves a large 
part of a country’s resources in the hands of a few, 
a large part of a country’s resources and productive 
capacity is underutilized. Nor can it be blamed if 


The Nature of the Problem 


15 


the distribution of income increases the total size of 
the gap; with the deprivation of the many being a 
function of the surfeit satisfaction of the few. 


In short, one should not seek cures in the 
educational system for ills whose roots lie elsewhere 
—~ in the polity and the economy. Complementary 
changes outside the school are critically important, 
and this is a fact which must not be forgotten, even 
though this survey cannot begin to tackle the whole 
range of factors which bear on the employment 
problem and confines itself exclusively to the impact 
of the education system on the major problem facing 
many ECAFE developing countries, 
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Chapter II 
POPULATION, LABOUR FORCE AND STRUCTURE OF EMPLOYMENT 


AND UNDEREMPLOYMENT IN THE ECAFE REGION 


(a) Population and structure of labour force 


Population figures offer a good starting point 
for a discussion of the ecology of unemployment, 
Population growth rates bear directly on the inci- 
dence of deprivation. What, for the farm commu- 
nity, which worked its land for 130 days a year, 
used to be grateful leisure becomes resentful under- 
employment when there are more mouths to feed 
off the same area of land. Moreover, the growth 
rates of those of working age directly determine 
the numbers of those competing for jobs in the 
modern wage sector, 


Tables I-2-1 to 1-2-3 give some of the basic 
figures for those of the developing countries of the 
ECAFE region for which enough information is 
available to provide the basis for plausible estimates. 
Table I-2-1 shows past estimates and future projec- 
tion of total population. (They also indicate the 
diversity of the countries listed, including two of 
the world’s ten largest countries and countries such 
as the Khmer Republic, Laos, Mongolia and Singea- 
pore with small populations.) 


TABLE [-2-1. ToTaL POPULATION IN SELECTED 

ECAFE countriss, 1950-1980 

(in millions) 

Cowenor Peo J PIN? Fare RRP 
Barma %&3 222 #7? a 
India . 323 228 3536 7174 
Indonesia 760 8S 1212 1614 
Tran 166 215 284 388 
Jap... wk. 8D) 82 BS 63 
Khmer Repodlic 6. 4.0 34 71 7 
Lasse MA aoa eae) ce 23 3.0 3.2 
De at cr «| 81 Ws 143 
Mongolia . 2 ace coe Oe 12 13 17 
Pakistan 2. 1 kt 341 4600 GB = 
Phiippinss . 2. 2. 2. 20300 (2740 (38RD 
Republik of Korea =. 5. 204) OTS 
Republi of View Nam . 2 6 Mi 180) 2138 
Sinwapore ww Lk Ck 1.Q 14 21 24 
Swi taake wes Suse oot 99 26 159 
Thailand . . 2 2... 1960 MR OK 


Seance: ILO, Lzdour Force 1965-2985, part I, 
Geneva, 1971: 1950 and 1960 diva arc froma table 2. 
Gata for 1970 and 1980 are fram ble 5. 


Tables I-2-2 and I-2-3 are both based on pro- 
jections from data available in the early 1960s. The 
underlying variables which determine these growth 
rates (fertility and mortality and migration rates) 
are not accurately known, but it does appear that 
a minority of countries are now “over the hump” 
and can look forward to a diminishing growth rate 
of population in the near future. Singapore’s crude 
birth rate fell from 39 per thousand to 22 per thou- 
sand between 1960 and 1970; that of the Republic 
of Korea, according to estimates based on census 
and survey data, from over 40 to 29 in the same 
period; Hong Kong from 36 to 19; Fiji from 40 
to 30; Malaysia (West) from 40 to 31; the Republic 
of Viet-Nam probably by a similar or greater 
amount; Sri Lanka, more modestly, from 37 to 324 
Even those countries, given the age structures in- 
herited from recent periods of very high fertility, 
will continue to experience relatively high rates of 
natural growth for some time, but they have a clear 
prospect that the pressure of increasing population 
(on school places as well as on food supplies) will 
grow at a slower rate from now on, and may, even- 
tually, diminish. 


TABLE I-2-2. GrowTH OF POPULATION IN 
DEVELOPING ECAFE countrigs, 1950, 
1960, 1970 aND 1980 


Growck race® 
Commsy 
DDRII ISGP-1STE ISTEIDR 
Berma . ste 19 22 23 
India. . 5. ig 25 2.6 
Indomema . lk 21 25 29 
i ee <6 eA 2.6 2§ 31 
Kamer Repuhlic - 29 27 31 
Las. 22 24 27 
Noalersia . 238 23 29 
Mongolia . 2.6 3.0 3.0 
Pakistan . 27 31 34 
Phdiopimess . . . 30 33 35 
Republic of Korean. . - 20 2.6 24 
Republic of Viet-Nam . .~ 19 24 r 
Sagapore eS 42 25 a 
Sertamee S57 <a 25 24 23 
Tikeieads So a 3.2 2 32 


Searce: As for uble 12-1. 
* Average annual perocntage moarease. 


* Umed Nacexs Demographic Yearbook, various sues. 
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TABLE I-2-3. 
GROWTH RATES IN 


Population, Labour Force, Employment and Underemployment 


Ld 


PROJECTIONS OF WORKING-AGE POPULATION AND LABOUR FORCES: AVERAGE ANNUAL 
EACH DECADE: 


(in percentages) 


Working-age population 


Country : 
1950-1960 


(15-64 years) 


1960-1970 


Burma 1.9 
dia) 1.6 
Indonesia . 2.1 
Iran 1.8 
Japan . ; 1.9 
Khmer Republic . 2.3 
Laos 2.1 
Malaysia 2.2 
Mongolia . Deh 
Pakistan 1.9 
Philippines 2.9 
Republic of Korea 15 
Republic of Viet-Nam Phe) 
Singapore 4.3 
Sri Lanka 23 
Thailand . 2.6 
Source: 


It is rather difficult to predict for the larger 
developing countries of the region. The Philippines 
and Thailand have population growth rates of 
between 3.0 and 3.5 per cent. ‘The rate of growth 
is somewhat slower in India, Indonesia and Pakistan, 
but the death rates still appear to be higher in those 
countries than in the other two and health standards 
are likely to improve. 


More recent information might modify the 
projected 1970-1980 growth rates of table I-2-2, 
but not those of table I-2-3, because the potential 
labour force entrants of the mid-1970s were already 
born when these projections were made; the demo- 
grapher’s discretion could be exercised only on such 
less decisive factors as changes in death and retire- 
ment rates, and in those social variables which 
cause people to get themselves counted (see the 
discussion below) “in the labour force”. (There is 
a relatively constant ratio in these projections be- 
tween the population counted as “in the labour 
force” and the population in the working age. Two 
tendencies puli in opposite directions: more people 
over 15 stay in school rather than join the labour 
force; but, as a result of girls’ education, more 
women seek wage jobs rather than stay at home — 
and possibly, also, as men move from farming into 
wage jobs, more farm housewives take over the 
farm work.) 


1.8 
ZA 
2.5 
P45 
1.8 
73d 
2.3 
3.3 
3.1 
2.9 
303 
2.7 
et 
2.8 
2.8 
3.0 


1950-1980 
Labour force 
1970-1980 1950-1960 1960-1970 1970-1980 
2.1 1s at 1.7 
IS 1.2 1.8 2.0 
2.8 2.0 (Ud 2D) 
Bie 1.6 2.0 2.6 
0.8 2.0 1.8 0.9 
3.0 2.0 24 Zeht 
Asif 1.8 2.0 23 
368) 1.7 2.8 3.0 
3.] Fan Za 25 
3.3 1.8 Ld) _ 
3.5 2.5, 2.8 3.0 
BZ _— ZA Def 
2.6 1.8 ie) 1.8 
3.1 miley Pape} il 
2.8 1.6 2.1 Det 
3.4 Ve) Qu Zo 


As for table I-2-1 (tables 2 and 5 for working-age population; tables 1 and 4 for labour force). 


It is striking that not a single developing coun- 
try among those listed in table I-2-3 has a smaller 
labour force growth rate projected for the 1970s 
than for the 1960s. Not until the next decade will 
the countries which are now “over the hump” begin 
to experience diminishing annual numbers of labour 
force entrants. 


In countries which are not yet “over the hump”, 
rates of growth in the working age population may 
well go on exceeding 3 per cent per annum and 
hence pose critical problems even beyond 1990. 


(b) The distribution of the labour force 


How, under pressure of such growth rates, do 
the countries of ECAFE absorb these increases in 
the labour force? ‘Tables I-2-4 to I-2-8 survey such 
data as is available from censuses conducted in the 
developing countries of the region. The periods to 
which these growth rates apply vary, and several are 
not very recent. Great caution should be used in 
interpreting these growth rates, since there may well 
have been changes in census definitions between 
the two points surveyed. 
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is 
TABLE 1-2-4. AVERAGE ANNUAL GROWTH RATES IN THE LABOUR FORCE IN SELECTED COUNTRIES, 
7 BY SECTOR 
Ladonr force growed rates 
. Aetivities 
~ ~ > 
ha Ret pat BE antetey series sac tthiaty ealaned 
dosertbed . 
India . 1951-1961 64 6.7 6.6 8.0 ae 0.0 
Indonesia . 1961-1964/65 1.4 1S 03 8.0 11.0 18.0 
Iran. 1956-1966 23 -05 4.6 34 3.2107 
Malaysia (West) 1962-1967/68 02 07 86 —08 48 5.2 
Pakistan : 1961-1968 48 3.6 8.2 6.6 21. | 3s 
Philippines 1960-1970 37 35 64 7A 52 -12 
Republic of Korea 1960-1971 2.8 0. 93 3.8 7 ee 
Sri Lanka 1953-1963 1S 0.6 1.0 10 | 07 
1954-1960 5.1 3.9 32 93 —324 


Thailand . 


Source: Based on ILO, Y 


rate of the labour force. 


eardook of Labour Statistics, various issues. 
* Transfer increase equals the difference between the growth rate of the labour force in a particular sector and the over-all en 


Transfer increase indicater® 
See Activities 4 

er badustry Services _, 8 se 
ond a) 

sere pepe em, 

03 0.2 1.6 mS —64 

0 =i 6.6: —124) 195 
=28 23 1 —54 84 | 
—0.9 Sa —1.0 4.6 =54 
rice 34 18 23 85S 
—0.2 27 37 b he —49 
—27 65 3.0 43 a4 
—0.9 =0:5 =05 —2.2 Nis 
=e —19 42 —-375 ae 


TABLE I-2-5. WAGE AND SALARY EARNERS AS A PROPORTION OF THE ECONOMICALLY ACTIVE IN 
SELECTED COUNTRIES 


stator Dreuth Growth Grows . 
> 5 a 
Conner rer MEO cee comet) Ia Ne 
Ocewpasions . salary earners ferce 
India . 5.8 1961 12.8 1951-1961 37 = 64 
ee ee ee 1956 44.7 1956-1966 83 2.1 23 
1966 43.8 
Malaysia (West) 1962 50.2 1962-1967/68 54 18 0.2 
1967/68 34.3 
Pakistan 1961 202 1961-1968 64 11.0 4.8 
: 1968 303 
Philippiass > >.<) < = RS 1960 272 1960-1970 5.2 73 37 
1970 39.9 
Republic of Korea 1960 213 1860-1971 13.1 | 2.8 
1971 37.4 
Sri Lanka 1953 61.2 1953/1963 22° is 15 
1963 60.1 
Thailand . 1954 6.7 1954/1960 68 15.6> 5.1 
1960 ILS 
Source: As for table I-2-4 and national sources. 
* 1956-1963. 
* Sic. 
TABLE I-2-6. THE AGRICULTURAL SECTOR IN SELECTED COUNTRIES 
Percentage of toral 
4 eal a 
acs ae WeTage enn: growtsé raies Transfer i ie labour Joree 
— of labour force of agricadenral — agricaltere Pisin itt = 
in agriculzare output ae year 
India . 1951-1961 67 2.9 0.3 729 
Indonesia . 1961—1964/65 Bs 13 01 67.2 
ic) hae cae 1956-1966 —05 3.3 —2.8 41.8 
Malaysia (West) . 1962-1967 /68 —07 3.9 —0.9 492 
Pakistan . . . 1961-1968 3.6 35 —12 75.0 
Philippines. . 1960-1970 35 5.1 —02 515 
Republic of Korea 1960-1971 0.1 4.1 —27 46.6 
Sri Lanka . ri aes 1953-1963 0.6 31% —0.9 48.6 
Thailand . ie tities 1954-1960 3.9 5.8 —12 81.9 
Sources: Based on ILO, Yearbook of Labour Statistics, various issues, United Nations Statistical Yearbook for dua and the Far East, various — 


issues, and national sources. 
* 1956-1963. 


75.6 
53.8 
—104 
—1532 
53.8 
311 
2.6 
20.6 
645 


SOO FLAIR OE FTE LAE Cb ea GOK 14% 


serene 
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TABLE I-2-7. THE INDUSTRIAL SECTOR IN SELECTED COUNTRIES 


Average annual growth rates 


Percentage of total 
labour force 


Percentage Of total 
labour force 


Transfer increase 


BOY rare, of Jebus forse of ies industry is we of TF te Sond 
final year in ese 
India . 1951-1961 6.6 3.8 0,2 ILA 117 
Indonesia . 1961-1964/65 0,3 0:8 —LJ 7A 14 
fran. -, 1956-1966 4.6 12.0 23 24.5 44,) 
Malaysia (West). 1962-1967/68 8.6 3) 8.4 15.6 4797] 
Pakistan ; 1961-1968 8,2 9,5 3,4 95 17.9 
Philippines : 1960-1970 6.4 52 27 15.9 239 
Republic of Korea 1960-1971 9,3 16.) 6,5 17.0 43,4 
Sri Lanka . 1953-1963 1.0 3,9" —0),5 12.0 6) 
Thailand . 1954-1960 3.2 Vib —I1,9 4,2 a9 
Sources: Same as table J-2-6. 
* 1956-1963. 
TABLE I-2-8. THE SERVICE SECTOR IN SELECTED COUNTRIES 
A verage annual | growth rales et cae A gah notte ee ee 
ert iin of labour fore of service services oaks phobaoteh 
nm services output final year jn services 
India 1951-1961 8.0 4,7 1.6 14,5 10.9 
Indonesia , 1961-1964/65 8.0 1.4 6.6 ps) 109.9 
Tran. 1956-1966 3.4 Te 1,1 22.5 32.4 
Malaysia (West) . 1962-1967/68 —0,8 L5 —1,0 30,4 —109,9 
Pakistan ‘ 1961-1968 6.6 64 1.8 14,7 255 
Philippines ; 1960-1970 74 5.2 3,7 264 44% 
Republic of Korea 1960-1971 5,8 9.3 3.0 334) 625 
Sri Lanka . 1953-1963 1.0 ED fas —(),5 26.6 13.6 
Thailand . 1954-1960 9,3 7.7 4,2 11.6 16.4 
Sources: Same as table 1-2-6. 


* 1956-1963. 


There is a simple mechanism which describes 
the factors which determine the absorption of la- 
bour in different sectors in a developing economy. 
The elements of that mechanism are as follows: 


The preferred jobs are always those in the in- 
dustrial sector (manufacturing, mining and construc- 
tion) and the modern sector jobs in the service sec- 
tor (all white-collar jobs, and regular wage jobs in 
transport, commerce, etc.). As long as there is 
underemployment, these sectors will never have un- 
filled vacancies. 


Wage employment grows pari passu with the 
growth of employment in these two sectors. Labour 
which cannot get into these preferred job opportuni- 
ties is generally absorbed into the agricultural sector 
and into the family-enterprise part of the service 
sector (and also the smaller family-enterprise part 
of the industrial sector); this labour becomes an 
extra mouth to feed and an extra pair of hands oc- 
casionally to use in a family production unit that 
could well do without him. 


For a variety of reasons (for example, when the 
land is so scarce that there are just too many mouths 
to feed or when education shifts the threshold of 
tolerance for poverty and for traditional patterns of 


work), some individuals leave these family produc- 


tion units and emerge as the openly unemployed. 


The most elastic absorptive power is that of 
the urban traditional and informal parts of the ser- 
vice sector, and it is here that those who are “push- 
ed out” of the agricultural sector end up. 


The figures of the tables partly illustrate, part- 
ly suggest modifications of these generalizations, and 
amplify their relationship to output growth. 


The first contrast is between the labour /ovtput 
growth relationship in agriculture and that in indus- 
try. For industry, there is a reasonably high* cor- 
relation between the growth rate in the labour force 
and the growth rate in output (table I-2-7). For 
agriculture there is no correlation at all (table 1-2-6). 
In other words, expansion of the industrial labour 
force means an increase in productive roles; expan- 
sion of the agricultural Jabour force is absorption 
for want of anything better, irrespective of the pre- 
sence or absence of productive roles to perform. 


It is worth remarking, however, that the rela- 
tionship between the rate of increase in the indus- 
trial labour force and the increase in industrial out- 
put shown in table J-2-7 varies between countries. 


2+=0.51, significant (for only 9 countries, it roust be remembered) 
at the 10 per cent level. 
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Iran’s figures are unusual, being much affected by 
the increase in the highly capital-intensive produc- 
tion of oil, but the comparison between Sri Lanka 
on the one hand and Malaysia (West) on the other 
is very clear. In Sri Lanka, a one per cent increase 
in output accompanied a 0.3 per cent increase in 
labour; for Malaysia (West) the corresponding 
figure is 2.8. The likely problem of statistical mea- 
surement apart, it is clear that there is a large range 
of variation depending on the extent to which the 
new investment which produces the extra output is 
in highly labour-saving techniques. 

As for agriculture, tables 1-2-4 and I-2-6 show 
that in only two countries was enough of the labour 
force increase “drawn off” to provide an actual 
decrease in the agricultural labour force. In all but 
two, however, the agricultural labour force grew 
less than the labour force as a whole. (The “trans- 
fer increase” of table I-2-4 is arrived at by sub- 
tracting the total labour force growth rate from the 
growth rate of any particular sector. It gives a 
rough indication of intersectoral movement on the 
assumption, admittedly a very risky one, of equal 
rates of natural increase in the population associat- 
ed with the various sectors.) 


The correlation between increase in output in 
the service sector and increase in the service sector 
labour force (table I-2-8) is a weak one.2 On the 
other hand there is absolutely no correlation at all 
between GNP growth and the increase in service 
sector labour force — a good reflection, perhaps, of 
the fact that “modern sector” services expand more 
with fast economic growth, whereas inflation of the 
shoe-shine and lottery-tickets selling type of urban 
employment and of the labour force of family retail 
establishments occurs when the economy stagnates. 
The fact that there is any correlation at all of em- 


$;=0.43. About a 15 per cent level of significance. 


TABLE 1-2-9. DEVELOPING ECAFE COUNTRIES: 


Part One. Education and Employment 


ployment and output growth in the service sector is 
probably a function of the fact that it is the organiz- 
ed modern-sector segment of the service-sector 
labour force which gets the better coverage in the 
output statistics. 


It is a reasonable assumption that these supply- 
led as opposed to demand-led increases in the service 
sector depend primarily on the degree of “push” to 
which the agricultural population is subjected. What 
determines the strength of this push or obversely 
the absorptive capacity of rural areas? One ob- 
vious factor is the availability of extra land to bring 
into cultivation. Another is the tenure system. 
There is a big difference, for instance, between a 
wholly owner-farmer peasant economy and a plan- 
tation economy where the children of wage workers 
fail to get jobs and are-forced to move elsewhere. 


These differences are reflected in the figures of 
table I-2-S which shows wide differences in the size 
of the wage sector between different countries, much 
affected (compare India and Thailand with Malaysia 


or Sri Lanka) by the charactef of the agrarian struc- ~ 
ture. The “wage sector” and the “modern sector” — 
are thus far from coinciding: the correlation of — 
GNP growth rates with increases in the prodortion © 


of the economically active population working for 
wages amd salaries is a modest one.* It may well 
be, however, that the correlation between growth of 


the economy and growth of the modern sector may ~ 


also be a slightly spurious one, attributable to the 


fact that organized modern sector activities are the 
ones which are most easily measured in the compil- — 


ing of national accounts. 


What is clear from table J-2-9 is that the mo- — 
dern sector will remain for some time the smaller — 


*-=0.48 for 6 countries (Thailand, where the growth rate of the ~ 


wage sector invites incredulity, was excluded.) 


LABOUR FORCE BY SECTOR, ACTUAL 1970 AND 


PROJECTED AVERAGE ANNUAL INCREASE 1970-1975 


Labour force, 1970 


Country 


Percentage tz 


Projected average annual increment, 1970-1975 


Percentage in 


Total Total 
(thousands) Agriculture Industry Services (thousands) Agriculture Industry Services 
Afghanistan . 5,948 82 7 li 130 61 18 21 
Burma . 12,158 59 16 25 206 18 41 41 
Hong Kong . 1,635 5 54 41 59 a 55 45 
India 222,678 67 15 18 4,567 20 43 37 
Indonesia 40,666 68 11 21 1,028 32 25 43 
[ice ee 7,794 46 28 26 209 12 50 38 
Khmer Republic 2,933 78 7 18 85 51 9 40 
Laos . Gir 1,566 79 5 16 37 43 16 41 
Malaysia . 3,586 56 14 30 120 23 28 49 
Pakistan 40,744 71 ll 18 1,209 49 20 31 
Philippines OD 13,839 67 13 20 439 35 30 35 
Republic of Korea . 10,393 59 12 29 312 27 22 51 
Republic of Viet-Nam . 9,247 73 7 20 174 20 22 58 
Sn Lanka 4,059 49 16 35 104 4 34 62 
Thailand . 17,756 80 6 14 557 57 13 30 
All above countries . 395,002 7 14 19 9.236 29 34 37 


Source: Implementation of the International Development Strategy, vol. 1 (United Nations publication, Sales No. E.73.IL.A.), table II-2. 
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part of the economies of most Asian countries — 
a fact of very considerable importance for the educa- 
tional system. In only three of the countries listed 
was the agricultural labour force in 1970 below a 
half of the total, and the expectation was that agri- 
cultural would still have to absorb more than half 
the increase in the total labour force throughout 
the first half of the 1970s in a.number of these 
countries. 


(c) The extent of unemployment 


The unemployment figures of table I-2-4 are 
probably largely the product of changing definitions. 
Indeed, there are generally relatively few reliable 
data in developing countries on levels and trends of 
employment and unemployment. In industrial coun- 
tries, where the labour force is very largely in the 


wage and salary sector, “committed” to earning their 
living as employees, labour exchange data or social 
security data provide reasonable (if still, for a 
variety of reasons, not conclusive) indications of 
fluctuations in employment and unemployment. In 
the modern sectors of some developing countries, 
such as India or Sri Lanka, there are similar labour 
exchange systems which do indeed provide statistics 
of job seekers and vacancies. In practice, however, 
these figures tell one little about the real state of 
unemployment or underemployment, because they 
cater for only a limited range of jobs and offer such 
a poor chance of successfully finding a job that 
many people do not bother to register. 


In practice, therefore, survey data provide the 
only basis for estimates, and they are the source of 
the data presented in table I-2-10. 


TABLE I-2-10. ToTAL LABOUR FORCE AND UNEMPLOYMENT IN SOME 
ECAFE DEVELOPING COUNTRIES 


Total Total 


Rate of unemployment (%) 


Country Period labour ee ae 
m e n 
Chienes fesoaanes) Total Rural Urban 
India . July 1960-June 1961° wile 39 2.4 
June 1964-June 1965* Wate ee 2.0 
July 1964—June 1965” ware 4.4 33D. 
July 1966—-June 1967” a abe Pane 2h 1.6 
Indonesia . Nov. 1964—-Feb. 1965 36,543 845 23 2.0 5.1 
Sep.—Oct. 1967° 23,734 195, 0.8 0.6 2 
Iran 1964 6,382 388 6.0 4.6 9.6 
1970 alt es 5.0 sft Sy) 
Malaysia 1962 2,453 148 6.0 5.0 8.9 
i 1967-1968 2,598 177 6.8 5.4 9.9° 
1967-1968* fos og 8.9 vee sth 
1971* afore nee 7.1 
Philippines October 1958 8,976 647 7.2 * rd 
October 1963 10,233 469 4.6 * ave 
October 1968 11,371 900 7.9 7.4 9.0 
November 1971 13,233 699 5.3 * rat 
Republic of Ki 1963 8,653 706 8.1 2.98 16.4" 
Soutiies Fits 1970 10,020 446 4.5 1.6* Ton 
Singapore 1966 577 53 9.1 68 ates 
si 1971 alert ae 4.8 ne ean 
Sri Lanka 1968-1969 4,150 476 OES) A 15.6 
4 
1969-1970 4,081 546 13.3 ee 17.3 
S 
Thailand . July-September 1969 —-17,196 39 0.2 0.1 1.23 


NN 


Source: Economic Survey of Asia and the Far East, 1972 (United Nations publication, Sales No. E.73, 


VI.F.1), table 1-4, p. 37. 
® National Sample Survey. 
> Integrated household schedule. 
© Java and Madura. 
4 “Active unemployment”. 


© Average of metropolitan and other urban areas. 


f Includes ‘“‘passive unemployment” 
® Farm households 
® Non-farm households 


1 Estates (tea, rubber, coconut and other plantations). 
4 Average of Bangkok-Thonburi and other municipal areas. 


pH) 


Clearly, the exact, nature of the survey question 
asked greatly affects the size of the estimates given. 
An annex to this chapter indicates the range of 
variation among Asian countries. 


Some of the chief dimensions of variation are: 


(a) The age span within which people are 
normally expected to be in the labour 
force unless proved otherwise. 


(b) In the case of those (very common among 
the younger generations in ECAFE region) 
who are keen to get a modern sector 
wage/salary job but are meanwhile help- 
ing in the work of their family enterprise, 
whether they are counted as “employed” 
by nature of the latter fact or “unemploy- 
ed” by virtue of the former. 


(c) The stringency with which the survey con- 
fines its questions (about working or look- 
ing for jobs) to a single sample week, or 
seeks to check the typicality of that week 
by asking about earlier periods (accepting 
the very considerable recall problems 
which this poses). 


(d) Whether or not there is minimum number 
of hours specified which a person must 
have worked in the reference week to 
count as “employed”. (Some surveys 
count those who work less than the num- 
ber of hours to qualify as “fully employed” 
but more than the minimum below which 
they are counted as “not employed” as 
coming in an intermediate category of 
“underemployed”.) 


(e) The stringency of the concept “looking for 
work”, both (i) the specification of the 
question: “Are you looking for a job?”, 
“Have you done anything to look for a 
job in the last month?”, “What did you 
do last week to look for a job?” and (ii) 
whether or not any effort is made to dis- 
tinguish among those who are not work- 
ing and not currently seeking work, or 
between those who have no desire to work 
(i.e. those genuinely not participating in 
the labour force) and those who would be 
seeking work if they thought they had any 
chance of getting it. The Indian and 
Malaysian surveys, for example, count the 
latter group as “passively unemployed”. 
Other surveys would count them as not 
in the labour force. 
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Given these differences, it is clear that the 
figures of table I-2-10 should be approached with 
some caution. For example, while it does seem to 
be broadly the case that the employment situation 
is worse in some countries (in the sense that it has 
a higher proportion of frustrated job seekers) than 
in most countries, one would not be justified in say- 
ing that it was several times worse in one country 
than in another. The survey of one country may 
be in several ways more liberal in its interpretation 
of what it is to “be employed” than other countries. 


(d) Employment, unemployment and education 

One central feature in most definitions of un- 
employment is the concept of “looking for work”. 
The Indian definition is most explicit. 


The actively unemployed are: 


(a) those who are on the live register of em- 


ak a a ee 


ployment exchanges at the end of the | 


reference week; 


(b) those who had put in a written application | 


for jobs during the two months preceding 
the date of the enquiry and are waiting 
for the result of the application; 


(c) those who contacted or tried to contact 
prospective employers at least once during 
the reference week for employment. 


The passively unemployed are: 


(a) those who could not contact (or try to 
contact) prospective employers during the 
reference week because of their ill-health, 
disability, bad weather, or other similar 
reasons but for which they would have 
contacted prospective employers for em- 
ployment, provided that they have con- 
tacted or tried to contact prospective em- 


ployers for employment within the preced- ~ 


ing two months; 


(b) those who did not make any tangible 
efforts to secure employment during the 
reference week under an expectation of 
recall to jobs which they had temporarily 
left or under a belief that no opportunities 
existed in the locality or for other similar 
reasons; 


(c) those who (without job or enterprise) 
wanted to start their own business (or 
enterprise) but could not do so owing to 
lack of necessary facilities. 


RTS AR A Ree TWEEN 


Sse ee cise RH pf i Te nt RE HEE 
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It is clear that, with the exception of the last 
clause relating only to the “passively unemployed”, 
the concern is with those who are seeking jobs in 
the wage sector of the economy — by and large the 
modern sector. 


Given the intimate relationship between educa- 
tion and modern sector employment (table I-2-11 
illustrates this with its figures for the average age 
of schooling in different occupations), it is not sur- 
prising that there is also an intimate relationship 
between education and unemployment. The nature 
of this relationship is indicated also in tables I-2-12 
and [-2-12a which present results from a number 
of sample surveys in Asian countries which have 
collected information about both educational level 
and employment status. 


It will be observed that, in every country, the 
proportion of secondary school graduates reported 
unemployed is higher than that of primary school 
leavers or of those who have had no education. 


TABLE J-2-11. AVERAGE YEARS OF SCHOOLING 
OF LABOUR FORCE IN RURAL AND URBAN AREAS 


Mean years of 


Occupation schooling 


Hong Kong, 1971 
Farmers and fisherman . . .... . Zs 
Clerical and sales workers . 8 
Indonesia (Java-Madura), 1967 
Farmers and fishermen, etc. . os ae 2.0 
Administrative and managerial . . 1... 8.0 
Clerical workers ee Watt, 6.7 
Philippines, 1960 
Farmers and fishermen le es Abs ip 4.1 
PUEGISYSRIVG? 4 Sy ee ke la 6.7 
Clerical Swear a CS BY SY as 11.3 
Republic of Korea, 1960 


Farmers and fishermen a 2.9 

PRRMOIISCEANIVE, | cP ee Ss kf 7.6 

Clerical OP ee ttee ts sD a tel 10.2 
Singapore, 1966 

USAGI VT ae ae - ME ayes: Beene’ Irs 3.8 

Manufacturing, mining, utilities, etc. . . . 6.1 

Services. ad 6.7 
Thailand, 1969 

Agriculture RR eekated hah 2.0 

Manufacture, mining, utilities, etc. . 2.9 

Services ; pS Pde. 5.9 


Sources: Hong Kong: Hong Kong Population and Housing 
Census, 1971. 

Indonesia: Socio-Economic Surveys of Indonesia, 
1964/65 and 1967. 

Philippines: OECD, Occupational and Educational 
Structures of the Labour Force and Level of Econo- 
mic Development (Paris, 1971). 

Republic of Korea: Same as Philippines. 

Singapore: 1966 Singapore Sample Household Survey, 
cited in D. H. Clark and F. Y. Koh, “Labour ab- 
sorption in Singapore” (paper presented to Con- 
ference on Manpower Problems in East and South- 
east Asia, Singapore, May 1971). 

Thailand: Labour Force Survey, August 1969, cited 
in Myle Spoelstra and Chiraya Isarangkun, “Some 
aspects of labour use in Thailand” (paper presented 
to Conference on Manpower Problems in East and 
Southeast Asia, Singapore, May, 1971). 
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TABLE I-2-12. UNEMPLOYMENT RATE BY 
EDUCATION IN SOME ECAFE DEVELOPING 
COUNTRIES 


India, 1961 


Unemployed as percentage of 
labour force 


Education 4 a 
Urban Rural Total 
iilicerate: 27 00 coo Gee, 1.6 0.1 0.2 
[nterate:.) Fa 2) Kae 2.7 0.6 1.1 
Priscary ye eean ob) eee 4.8 1.8 2.9 
Matriculation are Cn 5.9 
Technical diploma . . . 3.2 
Non-technical diploma .. Tal: 8.4 63 
Arts, science and commerce : ‘ 
dearetsn. Be latimae te 3.3 
Technical degree . 1.7 
Rotals goe« as, tae 3.0 0.4 0.8 
Indonesia 


Unemployed as percentage of 
labour force 
Other islands 


Education Java-Madura 


(1967) (1964/65) 
Urban Rural Urban Rural 
Novschiooliig’. 6 a es 2.0 0.5 4.9 1.0 
Promary: 3 aa eae Key 0.9 Al! 2.0 
General secondary . . . 4.0 Dab 8.5 1.3 
Special secondary . . . 4.6 1.7 -— a 
General high school. . . Zi nos Te 2.9 
Special high school . 0.5 - — —_ 
Academy <) veo sy) ae ee Ba —_ _ — 
University. a9) a a Bs _ — — a 
Total Ge tanga An 74) 0.6 7.2 23 
Tran, 1966 
Education pa th h, 
iterate. c Vico tee Rego ane lee 5.1 
Read Onlyy ete ote Ler ae) id ate in oe 2.5 
Not completed primary." .-. . .. .« 4.3 
Completed. primary; Hi a ae le 6.4 
Not completed secondary . . . . . . 6.9 
Completed secondary ssi se « 12.8 
University drop-out... © @) « + ie # « Zed 
Bachelor tru emi el eit bh be 2.5 
Raster’ -\y be oe veel ne we Loree Suge LE, 
Malaysia (West), 1967 
Education Unemployment rate 
No sclivoling’. h) 2M. Weds WW Fs 4.1 
Primary 0a Mle le i ae Pie 73 
Below lower certificate of education . . . 14.0 
Below school certificate. . . « «, » « 16.3 
School and high school certificate. . . . 15.4 
Winiversit «Ge ae ve a el 3.0 
(age-group 20-29 only) 


Oth tare Tele be alll G 6.9 


--——_—_————————————— 
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TABLE I-2-12. (continued) 
Pishppimes, 1965 


UCaendloywestt races 


Edeceson 
Urhee Raval Tesal 
None. 61 23 238 
Elementary nae 
1 45 2.1 23 
2 76 25 34 
3 8.8 25 3.6 
4 8.1 35 44 
> 9.6 34 47 
<i 114 69 83 
High odienl ee, 
1 143 47 9.1 
y Sa ay BER er 142 22 8&3 
3 3/95 164 63 112 
te... a 128 94 114 
Caliege grade: 
ee 20.0 35 164 
2 13.3 355 11.6 
3 15.0 22.0 169 
4 68 46 6.1 
5 38 _— 33 
Total 10.7 4.1 62 
Sz Lenka, 1969/70 
ferry 
Egecatsee 
ee <a ae es) 
None 23 § 6 1 12 
Primery x 15 
Middle 46 39 ¢ 6 32 
Otter $2 63 
A-level — 7 
Total 4 34 — a i+ 
Thalend, 1969 
Dnerrplesmest rests 
(percemsepes) 
a Ovher = 
ae Se Borrtot- ie a i Wiaiz 
Deuce ¥iendeny ered Raw hecniees 
Nome . as um | = — 
Primary i a4 0.1 02 
Secondary 39 39 03 23 
Highe 24 19 = 20 
Ochers a3 — — oi 
Tor 1.6 a8 ai a2 
Searces: Indie: Iedzee Conses, 1961, whic B. VEL 


Indoesss2- 
1964/6 2nd 1967. 
ken: W. Anthes Lewis, Denelopment Process (Usaed 


Seno-Ecomosmc Sarmeps of Indone=z. 


Ceefereace of the Harvard Advisory Services, fear 
1970). 

Pihpgemes: Piakppemes Sample Sarecy of Hoxsckolds, 
Qeanber 1965. 

Sri Leake: Ceploz Sanso-Ecomomesr Sarzey, 1969/72. 

Thettend: Tamlend Laboar Force Server, 1999 amd 
sm “Some aspects of lobowr_ese im Thaced™. 


TABLE [-2-12a. UNEMPLOYMENT RATE BY 
EDUCATION OF PERSONS 15 YEARS, 14 YEARS 
AND OLDER: REPUBLIC OF KorEA, 1966 | 


(in percentage) 

: 

Ed@sexoe Bath sexes Male Female | 

Primary hol . . . . 69 75 Say! a 

Middle course 2 | kt; 163 15.8 15). 4 

College or higher . . tt. 12.8 12.7 13.7 
Able. 2 eS 103 102 84 


Searce: Based on 1966 Populaionm Census Report of Korea, 
vol_ 12-1, table 5, p. 120. 


Two caveats should be entered concerning the 
interpretation of these figures. 


First, there is a general tendency, in all coun-. 
tries, as employment relations become more institu- 
tionalized, labour markets less fluid and employment 
more stable, for unemployment to be concentrated” 
in the young age groups.* If the younger genera 
tion are more highly educated than the older gen— 
eration, therefore, there may be a correlation be= 
tween education and unemployment which really 
results from the link between youth and unemploy— 
ment. In Malaysia, for example, the wholly un- 
schooled, of whom only 4 per cent are unemployed, 
are probably virtually all over the age of 35, while, 
of the tntal population with school eet eames 
a een ee ee 
perhaps 80 per cent are under 35. 


Again, school leavers come on to the ma 
all at once — at the end of the school year, 


porate sector which may gear its recruitment to the 
school year, may occur all the year round. Hence 
a survey taking place just after the end of the s 
year would record an artificially high mcidence 
unemployment for the educated young. 


That these factors do not by any means 
account for the correlation between education 4 
the incidence of unemployment is clear, however 
iscae the sep spe Se ee eee 


among the 20-24 year olds between the unschoo —' 
with more than 8 per cent unemployed and the 
ordinary level certificate holders with 63 per ce: 
Still, there is a second discount factor which s 
cause some hesitation before these fig 
at face value. Those in the 20-24 ase group 


*Fee = Gacmsie of the snatine of Sci Lanks in ths espet & 


Bad=oe of Ecouomecs and Starisics, vol. 35, No. 1. 
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have not been to school, or left school at the age 
of 12 or 13, have been in the labour market longer, 
and hence had longer to find jobs than secondary- 
school graduates. It is possible that, if one com- 
pared the two groups at ages which equate the lapse 
of time since entry to the labour market, there 
would be a less striking difference. 


That this is not the whole explanation of the 
relation between education and unemployment is 
clear, however, if (again in the Sri Lanka table) the 
34 per cent unemployed of (grade V-VI) primary 
leavers in the 15-19 year age group are compared 
with the 63 per cent O-level (grade X) leavers of 
the age group 5 years older. In any case, there 
is a much more obvious explanation. Education 
has become a precondition for most modern-sector 
jobs, i.e. for most wage jobs which offer better pros- 
pects than traditional farming. Those who have an 
education, therefore, are more predisposed to think 
themselves entitled to such a job, more likely to 
seek one, and more likely to answer survey inter- 
viewers by saying that they are looking for one. 
Those who. have secondary education are likely to 
have more specific ambitions, or a clearer sense of 
the kind of job their education entitles them to, and 
hence an even stronger tendency to be actively seek- 
ing such a job when the survey interviewer calls. 
In so far as hours actually worked in the previous 
week enter into the definition of unemployment, too, 
secondary leavers are likely to come from better-off 
homes, and more likely to be able to afford to be 
idle or to spend all their time looking for jobs than 
primary graduates from poorer homes who are like- 
ly to be under greater pressure to work. 


At any rate, the greater incidence of reported 
unemployment among secondary graduates, while 
certainly a likely indicator of their greater subjective 
sense of frustration and thwarted ambition, is not 
necessarily an indication of relative needs with res- 


TABLE I-2-13. MALES AGED 15-65 BY EDUCATION 
LEVEL AND EMPLOYMENT STATUS: 
Mataysia (WEST), 1968 


Percentage of that category 
(excluding those still students) who are 


Educational category Not working Not working 


and secking but not Total not 
work seeking working 
(‘unemployed’) work® 
ENoncwr “Aacy jytrn a. 6.1 26.0 29.1 
BEUMAT os wil env ie 6.1 16.2 223 
Lower secondary F 15.4 5.7 Zl 
Middle secondary . . . IBY 7 2a) 18.2 
Upper secondary 12.0 4.2 16.2 
University Sal 4.8 7.9 


Source: Calculation from A. B. Wilson, ‘‘General education and 
unemployment in Malaysia”, Jurnal Pendidikan, vol. 3, 
Oct. 1972. . 
* Including the disabled, those who were not working 
because it was the off-season, etc. 


Population, Labour Force, Employment and Underemployment 25 


pect to more basic dimensions of the “deprivation 
gap”. The figures of table I-2-13 show, for Malay- 
sia, that the proportions who, though not actively 
seeking it, do not have any work to do is greater 
among men with no or little education than among 
secondary leavers. 


In every country for which figures’ are avail- 
able in table I-2-12, university graduates have a 
lower incidence of unemployment than secondary 
school leavers. Is this inherent in the nature of 
those levels of education, or is it a transitional 
phenomenon? The dynamic factors involved sug- 
gest that it may be transitional. The forces which 
determine the dynamics are: 


(a) The willingness of those leaving at any 
particular level of the educational system 
who started their education (and perhaps 
even graduated) in the expectation that 
that level would guarantee them a job of 
a certain level eventually to settle for a 
a job at a lower level. 


(b) The tendency of employers, accustomed to 
recruiting for a particular job at a particu- 
lar educational level, to prefer, when faced 
with large numbers of applicants from a 
higher educational level (who are, more- 
over, basically no more intelligent than 
those graduating at the lower level one 
phase before), those more highly schooled 
applicants — thus setting off the process 
of continuous upgrading of qualifications. 


(c) The tendency of some students, graduating 
at a particular level and finding (i) that no 
jobs at their expected level are available 
for them, and (ii) that jobs at that level 
are increasingly being given to graduates 
from a higher educational level, to try to 
continue their studies to that higher level 
(the opportunity cost of their time being 
zero) and to get their parents to bring 
political pressures to bear to increase op- 
portunities for schooling at that higher 
level. 


The graph of levels of unemployment plotted 
against levels of education therefore will always be 
a () shape, with the unemployment bulge steadily 
moving up the educational spectrum, but there 
always being one level of education beyond the 
bulge where the rate of unemployment is lower. 
Thus, of the countries in table J-2-12, the bulge has 
already reached the early-years-of-college level in 
the Philippines, whereas it is below school certificate 
level in Malaysia. 


Part One. Education and Employment 


The basic assumption underlying this process 
— that the shifting relationship between job and 
educational level (the process of qualification escala- 
tion) is primarily a function of the changing supply 
of educated people, is borne out by an OECD study 
of the occupational and educational structures of the 
labour force in 53 countries around the world which 
concluded that “about 70 per cent of the variation 
in [the educational composition of different occupa- 
tions] may even be ascribed to variations in the 
supply of the educational system”.® 


The above explanation clearly needs amending, 
however, in two crucial respects. First, it assumes 
that all countries go through the process indepen- 
dently, although at different speeds (Britain, for 
example, taking half a century for primary-leaver- 
recruitment of clerks to be replaced by secondary- 
leaver-recruitment; Malaysia, half a decade). In 
fact, this assumption of independence is false. No 
country is an island. The conventional notions of 
what educational level corresponds to what job are 
in late-developing countries very much affected by 
the point which the advanced countries have cur- 
rently reached in the qualification spiral. (See the 
discussion of the schedule of correspondences in the 
next chapter.) This affects the ease with which the 
qualification escalation ratchet is allowed to work. 
Thus, in Indonesia or Malaysia in the 1940s, people 
were hired with lower qualifications than thought 
desirable or than were customary for the particular 
jobs in developed countries, and qualification levels 
were rapidly raised as more qualified people became 
available. 


As the educational economy moves into sur- 
plus, on the other hand, the imported rich country 
standards can act as a brake on the qualification 
escalation ratchet. ‘There may be an extra reluc- 
tance on the part of a Government to hire B.A.s 
as clerks, springing from the thought thac, by inter- 
national standards, they are over-qualified. 


The second reservation concerns the open- 
endedness of the process. In principle there is no 
reason why the process should not continue inde- 
finitely, with the bulge shifting from the B.A. to the 
M.A. level, and mounting pressure for the expan- 
sion of post-doctoral education as soon as it reaches 
the Ph.D. level. There are signs that this may 
actually be happening in the United States, although 
probably only in the narrow field of the academic 
labour market — academic institutions having a 
strong tendency to consume their own products and 
an unshakable belief that education has such virtues 
that more of it is always better than less of it. 


8 OECD, Occupational and Educational Structures of the Labour 
Force and Levels of Economic Development, Paris, 1971, p. 167. 


Elsewhere, there is a tendency for qualificction 
standards to become institutionalized and sticky up- 
wards beyond a certain point. Thus, in India, 
where 80 per cent of the output of universities is 
employed in the public sector, the civil service regu- 
lations generally confer no advantage on holders of 
an M.A. degree; only for limited groups is it 
sensible to go on to post-graduate study. In Japan, 
where private employers use university education 
chiefly as an ability-screening device (the level of 
university whose entrance examinations one can 
pass being the chief determinant of life chances) to 
proceed to a master’s degree is in fact to damage 
one’s chances of employment in almost any sphere 
except the academic. (Hence Japan, like the Re- 
public of Korea which has a very similar university 
ranking system, has a very low ratio of expansion 
of post-graduate education — much lower than in 
any other advanced country.) 


Hence, the hypothesis of complete open-ended- 
ness seems likely to prove false. It is possible, 
however, that political pressure from whose who, 
being unemployed, have gone on more or less in 
desperation to post-graduate study, might enforce a 
change in public sector recruitment patterns in such 
a way as to make graduate degrees an advantage. 


(e) Where do the unemployed go? 


The process just sketched seeks to account for 
shifts in unemployment rates over time. But what 
happens eventually to the individuals who get re- 
ported as unemployed at any one time? On this 
point there are several competing hypotheses. 


The first is the queue hypothesis. This assumes 
that most graduates, at any particular level, even- 
tually get their job at the level they expect but they 
have to wait for it. Because of prevailing taboos 
against changing jobs, it is better not to settle mean- 
while for a job below that level; and the longer one 
searches, the better, it is assumed, is one’s chance 
of finding the job one wants. Thus, by and large, 
it is people at the head of the queue, those who 
have been waiting longest, who get-the jobs which 
become available. An increase in unemployment at 
any educational level indicates, therefore, u leng- 
thening of the “waiting period”. Thus, Blaug, 
Layard and Woodhall have estimated that, in India, 
the “average waiting time” of matriculates in 1967 
was 18 months, and of the college graduates 6 
months.” Similarly, the ILO Employment Mission 
Report for the Philippines estimates the “average 
waiting time” of Filipino college graduates in 1968 


7M. Blaug, R. Layard, M. Woodhall, The Causes of Graduate Un- 
employment in India (London, 1969), pp. 15-81 and 89-90. 
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to be 5-6 months, as compared with 10 weeks for 
all new male workers in the Philippines in the same 
year.® 


The second hypothesis modifies this somewhat. 
It assumes that some of those who are “waiting” 
might indeed find jobs at the level which they 
originally expected their education to win them. 
However, employers when hiring are not concerned 
with educational level only; they are also concerned 
with underlying ability. They are therefore more 
likely to offer any vacancies which arise to the most 
obviously able (as far as that can be estimated from 
academic record, quality of the school or university, 
etc.) of each new cohort of graduates coming on the 
market. (There may also be a premium placed on 
those who are young and adaptable and more easi- 
ly trained.) This means that the chances of a 
graduate at any particular level getting a job at his 
expected level actually diminish rather than increase 
with the length of the waiting period. 


The chief difference between these two versions 
of the “waiting period” hypothesis is that the first 
assumes that only a small, the second a much larger 
proportion of graduates eventually lower their ex- 
pectations and settle down to lower-level jobs in the 
modern sector; the first, therefore, that the process 
of qualification escalation/certificate devaluation is 
non-existent or slow; the second that it is central to 
the whole process and relatively rapid. 


The third hypothesis assumes that the unem- 
ployment is eventually absorbed into the traditional 
sector. This can be an extension of the last hypo- 
thesis; at every level, unemployed graduates take a 
modern sector job below the level of their original 
expectations, thus “bumping” down the hierarchy 
until the primary leavers, say, (or at a later stage 
junior-secondary leavers) are forced to do without a 
modern-sector job at all and stay in the traditional 
or informal sectors. Alternatively, the retreat into 


SILO, Sharing in Development: A Programme of Employment, 
Equity and Growth, chapter 8, appendix B. 


the traditional sector may be direct. The B.A. (who, 
if he comes from the traditional sector at all is like- 
ly to be the child of a relatively prosperous farmer 
or shopkeeper) may prefer to return home and 
inherit the farm rather than accept a clerkship, and, 
having gone home and ceased to look for a job, he 
ceases to be “unemployed”. 


The fourth hypothesis assumes that no such 
easy absorption as any of the three previous hypo- 
theses suppose will be possible. Instead, it is sug- 
gested, the “left-overs” in the employment competi- 
tion (after employers have creamed off the ablest of 
each new cohort) are likely to stay “left-over”. The 
concentration of unemployment in the youngest age 
groups in so many Asian countries is a function 
chiefly of the fact that it is only recently that these 
countries have reached the level of 3 per cent growth 
rates in the labour force. The new generation, the 
first to experience the results of these growth rates 
in high unemployment, will carry that unemploy- 
ment with them as they grow older. The unemploy- 
ment levels of the 20-year-olds now will be that of 
the 30-year-olds in 10 years’ time, and so on. 


Which of these hypotheses is closest to the 
truth must remain for a little while longer in the 
realm of speculation. The mere repetition of the 
sort of surveys now available will adequately test 
the last hypothesis, but new methods, particularly 
more “tracer studies” of the graduates of various 
educational institutions and empirical studies of the 
actual hiring practices of employers, are essential if 
the data are to be collected which will enable us to 
choose between the first three. 


The entire discussion, although headed “educa- 
tion and employment” has in fact been about “edu- 
cational qualifications and unemployment”. It has 
already been stressed in the first chapter, however, 
that the “problem of the educated unemployed” is 
only one aspect of the complex interrelationships of 
education and employment. Some of the other 
strands in that relationship will be considered in the 
next four chapters. 
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Country 
India 


Iran 


Japan 


Malaysia (West) 


Philippines 
Republic of Korea 


Sri Lanka 


Thailand 


Part One. Education and Employment 


ANNEX 
Special points concerning the definition of ‘unemployed’! 


(The following notations are used below: 1— Actively 
unemployed; 2— Passively unemployed) 


Definition 
(a) Persons aged 14 to 59 years only; 
(b) Currently looking for full-time work; 


(c) Looking for work: 


(i) those who are on the live register of employment exchanges at the 
end of the reference work; 

(ii) those who had put in written applications for jobs during the two months 
preceding the date of enquiry and are waiting for the result of the 
application; 

(iii) those who contacted or tried to contact prospective employers at least 
during the reference week for employment. 

(a) Those who could: not contact (or try to contact) prospective employers 
during the reference week because of their ill-health, disability, bad weather, 
or similar other reasons but for which they would have contacted prospective 
employers for employment, provided they have contacted or tried to contact 
prospective employers for employment within the preceding two months; 

(b) Those who did not make any tangible efforts to secure employment during 
the reference week under an expectation of being recalled to jobs which they 
had temporarily ieft or under a belief that no opportunities existed in the 
locality or for similar other reasons; 

(c) Those who (without job or enterprise) wanted to start their own business 
(or enterprise) but could not do so owing to lack of necessary facilities. 

The unemployed person is over 10 years of age; is able to work; is seeking work; 

and if he has had a job one week before the reference period, his work must 

have been less than eight hours. 

Persons who were not employed, available for work, wished to work, and actively 

sought or prepared for work. Totally unemployed are further classified as those 

wishing a main job or wishing a side job. 

Aged 15 to 64 and actively looking for work: 

(i) On the live register of employment exchanges at the time of the interview; 

(ii) Answered advertisements through written applications; 

(iii) Informed friends to look for a job or work; 

(iv) Wrote letters to prospective employers; 

(v) Made some other tangible efforts to secure employment. 

Made no tangible effort under an expectation of being recalled to the job or work 

they had temporarily left, in the belief that no alternative opportunities existed. 

The desire to work must be sincere and the persons must be serious about working. 

Persons over the age of 14 who did not engage in any work and had an inten- 

tion and looking for work actively. 

The openly unemployed were those who were aged 15 to 59 and who had 

worked less than ten days during the preceding month and were seeking work. 

Looking for work: 


Persons who applied for work either at business establishments or by sending 
in letters or application through the mail. 


1 Taken from V. R. K. Tilak, Unemployment in Asian Countries 
and Problems of Measurement, ILO, ARTEP, mimeo., 1972. 
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Chapter III 


THE ROLE OF EDUCATION: ASSUMPTIONS UNDERLYING THE 
EDUCATIONAL POLICIES OF DEVELOPING COUNTRIES 
IN THE ECAFE REGION 


(a) Introduction 


A quarter of a century ago, at the time when 
most of the developing countries in the region were 
reaching independence, the educational systems of 
most of them were restricted in size and limited 
in purpose. Some of the most developed colonial 
systems, such as those of India or Sri Lanka, al- 
ready had a differentiated pattern with well-estab- 
lished universities and a small number of foreign 
language-medium elite schools coexisting with a 
more widespread system of vernacular primary 
schools. This dualism of the school system reflect- 
ed the dualism of society. The elite schools cater- 
ed primarily for an established colonial middle- 
class which had already had several generations’ 
experience of Western education; the vernacular 
schools, new creations distinct from _ traditional 
temple schools and Western in their teaching 
content, provided for peasant children a possible, 
but already highly competitive, point of entry to 
a wage job in the colonial “modern sector”. In 
other countries, such as Malaysia, even the elite 
schools were of more recent foundation, still draw- 
ing a significant proportion of their pupils from 
tural areas and from families of which they were 
the first generation to be educated. However, 
whether in the older or the new colonies, and even 
in Thailand which escaped direct colonization, it 
was generally true that school and university sys- 
tems, even those which were taught in indigenous 
languages, were modelled on those of Europe and 
(in the case of the Philippines) North America. 


The formal school system, in other words, be- 
longed to the “modern sector” of what were to a 
greater or lesser degree “dualistic economies”. 
Buildings and furniture generally followed import- 
ed patterns; the contracts and modes of payment 
of teachers followed the conventions of the civil 
service and the factories, not of traditional rural 
areas; the rhythms of the school conformed to the 
imported seven-day week, not to the moon phases 
of local calendars. 


Education was not only part of the modern 
sector; it was seen also as one of the crucially 
dynamic forces within that sector which could lead 
to its expansion. By and large, “development” 


and “expansion of the modern sector” were seen 
as synonymous. 


(b) Assumptions underlying educational policies in 
developing countries 


(1) The dual sector view of development 


That equation of “development” with “expan- 
sion of the modern sector” should head the list of 
the basic assumptions underlying the education 
policies of most Asian Governments over the last 
two and a half decades. Past thinking about de- 
velopment is nowadays criticized as being too pre- 
occupied with growth in gross national product. A 
much more pervasive feature of hitherto dominant 
views of development is that which intuitively mea- 
sures a country’s degree of development by the size 
and modernity of its modern sector: the proportion 
of the population in relatively capital-intensive 
manufacturing, the density of air traffic at the 
capital’s airport, the number of hospitals, doctors 
and schools per 10,000 population, and the propor- 
tion of those hospitals and schools which are equip- 
ped, and of those teachers and doctors who are 
trained, up to rich country standards. 


In economic theory, the paradigm of this view 
of development was Lewis’s two-sector model of 
economic growth wherein development consisted in 
the gradual expansion of a dynamic manufacturing 
sector eating into a stagnant agricultural sector. 
However, the dualistic view of the development pro- 
cess is pervasive well outside the sphere of economic 
development strategy proper. 


Like most assumptions which are more impli- 
cit than explicit, it is one which begs a number of 
questions, but the outlines are clear. Stereotypical- 
ly the modern sector is characterized by: 


(a) Wage and salary employment according 
to clearly written contracts effectively regulated by 
labour laws which have been much influenced by 
international example and ILO conventions. 


(b) Techniques, methods of organization, and, 
in the case of manufacturing, products (in some 
countries even incomes) very similar to those cur- 
rently found in the rich countries. 
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The “traditional sector”, by contrast, is charac- 
terized by: 


(a) family-based production or wage contracts 
which are beyond the reach of the enforcement 
mechanisms of labour laws and probably overlaid by 
many extra-economic ties of protection and service 
between employer and employed, and, 


(b) techniques and modes of organization, and 
generally products, characteristic of the society in 
its pre-modern phase. 


Development, then, according to this view, con- 
sists of the expansion of the first sector and the 
concomitant dwindling of the second. It is like land 
reclamation: one builds a bridgehead of solid earth 
on the edge of the marsh and gradually pushes the 
edge of the bridgehead outwards until the whole 
marsh is solid land. 


To be sure, as all academic theoretical attempts 
to refine the concepts have found, economic activi- 
ties cannot be so neatly divided into these two 
categories. There are the progressive farmers who 
use modern techniques, or produce crops unknown 
in the traditional society, but still utilize traditional 
methods of social organization; small manufacturers 
producing indisputably non-traditional products, but 
using techniques current in the rich countries 50 
years-ago, and hiring their workers in ways which 
are certainly more contractual than traditional ones, 
although still far from the practices of the formal- 
ly regulated sector. 


This intermediate sector always tends to escape 
the attention of development theorists because it is 
not easily subject to statistical monitoring, but it is 
gradually coming to be realized that the countries 
where the level of living is rising fastest are often 
precisely those countries where this intermediate, 
sometimes called “informal” sector is the biggest 
and/or the most dynamic. Hence the first assump- 
tion is being increasingly questioned as an inappro- 
priate strategy for development, and, as a conse- 
quence, these doubts are calling into question some 
of the following assumptions about the role of 
education in development. 


(2) The need for pre-career qualification 


The second assumption was that the intellectual 
and other qualities necessary for performing jobs in 
the modern sector were best acquired by educational 
preparation for entering on a work career (rather 
than acquired by apprenticeship at the place of 
work) and that the ability to acquire such educa- 
tional qualifications (rather than weeding out by job 
performance) was the best criterion for selecting 
each new crop of labour force entrants for modern 
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sector occupations. Over the course of the last 
century, pre-career qualification had gradually re- 
placed apprenticeship in the rich countries, and it 
was accepted that it was the current practices of 
the rich countries which were to be adopted if de- 
veloping countries were to have a truly “modern” 
modern sector. In certain cases, developing coun- 
tries had no choice but to follow these practices be- 
cause pressures were applied by the rich countries. 


(3) The schedule of correspondences 


Equally, it was accepted with little question 
that the kinds and length of educational preparation 
necessary for each occupation was a datum, not a 
policy variable, that the correspondences between 
qualifications and subsequent occupations observed 
in the contemporary rich countries were ineluctable 
standards so that for each job there was a certain 
level of general education appropriate to it: 8 to 10 
years for a clerk, a full university degree in mathe- 
matics or classics or history or philosophy for a civil 
servant or a diplomat, and, beyond that, profes- 
sional course of varying lengths for different 
specialized professions. Alternatives were rarely 
considered. When the situation inevitably demand- 
ed them (as when teacher-training efforts had to be 
devoted to foreshortened in-service crash courses to 
upgrade untrained teachers), these were looked on 
as temporary measures, deviations from “proper” 
standards permissible only until such time as 
teacher-training colleges modelled on those of rich 
countries began to produce an adequate flow of pre- 
career qualified teachers. A doctor was a doctor, 
a professional whose university training should last 
six to seven years. It was rarely considered that 
there might be: good reasons, in a poor country, to 
devote the available resources for medical education 
not to training such doctors but to producing twice 
as many medical practitioners with only three years 
training or even more by more appropriate phasing 
according to the nature of medical services needed. 
Nor did anyone in the poor countries or, until re- 
cently, in the rich countries! look back at the history 
of professional training in the rich countries and ask 
whether, and by what degree, the librarians with 
postgraduate diplomas in librarianship who run 
libraries in the mid-twentieth century do so more 
efficiently than their predecessors half a century 
before, many of whom had received less than 10 


1 Criticism of “credentialism” has recently been growing consider- 
ably in the United States (a typical expression is I, Berg: Education 
or Jobs: The Great Training Robbery, 1970) and Britain (see Asa 
Briggs, “Are your A levels really necessary?”, Sunday Times Magazine, 
30 September 1973, pp. 83-107). This has recently become a matter 
of such general concern in the developed countries that OECD's 
Scientific Directorate organized an expert group meeting on educa- 
tional credentials: uses and abuses (November 1973) and proposes to 
develop an extended programme of work on the topic. 
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years’ education; or whether modern journalists who 
have university degree courses in creative writing 
were notably better journalists than those, at the 
beginning of the century, who left school to become 
apprentice reporters at the age of 15. 


Nor was much attention drawn to the fact that, 
through the accident of their educational traditions, 
different rich countries have quite different concep- 
tions of the nature of the general education thought 
necessary to prepare a man for the career of, say, a 
civil servant. On the one hand, Britain favours 
intense specialization in one or two subjects for the 
last five years of education; the United States, by 
contrast, prefers a much lesser degree of specializa- 
tion and that for only the last three years. These 
differences were not thought important. The com- 
mon element of a “university degree” was consider- 
ed as the universal qualifying requirement, with 
specification of the content of that degree being 
determined largely by the particular metropolitan 
influences to which each developing country had 
been exposed. 


This set of assumptions was, of course, further 
formalized and entrenched by the manpower plan- 
ners who took a generalized “world standard” 
schedule of correspondences between education and 
a job as the basis for their forecasting and plan- 
ning activities. 


(4) Education as a modernizer of attitudes and 
capacities of human resources 


Specific preparation for specific jobs apart, it 
was also assumed that almost any kind of general 
education developed a man’s capacity for productive 
economic activity, although the exact mechanisms 
(whether it was because education trained the brain, 
or because it developed certain attitudes and values) 
were not precisely established. 


This meant, in the first place, that a diffusion 
of education through the traditional sector would 
enhance the productivity of that sector. Literate 
and nuemrate farmers were expected to be better 
farmers, and, although the expansion of the modern 
sector was seen as the key, rural development. was 
also given an honoured part in the development 
disappointment of 
growth-through-industrialization in the 1950s. This 
also meant that there was no such thing as having 
too much education. If, by any chance, the secon- 
dary schools expanded so rapidly that there were 
more secondary school graduates than there were 
job openings in the middle-level range of occupa- 
tions they would expect to enter, and if they did 
have to take jobs as manual workers, they would 
be that much better manual workers; perhaps, even, 


their aspirations and their disappointments might 
make them the creative innovators of their society. 


(5) The extra-economic value of education 


Quite apart from all these assumptions about 
the economic value of education— about the 
efficacy of education as an investment in human 
resources — the spread of education was also seen 
as eminently desirable for quite other reasons; be- 
cause education was seen as a fundamental human 
right; because the development of human intellec- 
tual potential, enabling people to live fuller, more 
essentially human, lives is a worthy end in itself; 
perhaps, even, because Adam Smith was thought 
to be right when he claimed that ‘“‘an instructed and 
intelligent people are always more decent and 
orderly than an ignorant and stupid one. . . they 
are more disposed to examine, and more capable of 
seeing through, the interested complaints of factions, 
and sedition, and they are, upon this account, less 
apt to be misled into any wanton or -unnecessary 
opposition to the measures of the government.”? 


In the pronouncements of Ministers for Educa- 
tion and of Commissions for national educational 
development, assumptions of the last type, a con- 
cern with the human, cultural and civic aspects of 
education quite naturally tended to predominate 
over all others. Thus, for example, Pakistan’s 
Commission on National Education offered the fol- 
lowing definition of the objectives of first-level 
education, almost exclusively in terms of individual 
development rather than of contributions to econo- 
mic growth: 


(a) To provide such education as will develop 
all aspects of a child’s personality — 
moral, physical and mental. 


(b) To equip a child according to his ability 
and aptitudes with the basic knowledge 
and -skill he will require as an individual 
and as a citizen and which will permit him 
to pursue further education with profit. 


(c) To awaken in the child a sense of citizen- 
ship, civic responsibility as well as a feel- 
ing of love for his country and willingness 
to contribute to its development. 


(d) To lay the foundations of desirable 
attitudes in the child, including habits of 
industry, personal integrity and curiousity. 


(e) To awaken in the child a liking for phy- 
sical activity and an awareness of the 
value of sports and games in physical well- 
being.® 


? The Wealth of Nations (Random House edition), 1937, p. 741. 
3% Commission on National Education of Pakistan, Report, 1959, 
pel7s: 
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Not surprisingly, specific mention of the occu- 
pational purposes of education came more frequent- 
ly in specification of the objectives of secondary 
education where the linkage is more obviously close. 
Thus the Republic of Korea’s Education Law des- 
cribes one of the four aims of secondary schools as 
being to “cultivate in the students such basic know- 
ledge and skills regarding vocations as may be re- 
quired in society”.4 


This emphasis grew stronger as, in the late 
1950s and early 1960s, economists increasingly dis- 
covered education, and were increasingly concerned 


to urge that “expenditure on education .. . is to 
be thought of as an investment — an investment in 
mankind. . . . The returns on education, both indi- 


vidually and socially, are at least as high as those 
on physical capital.”® In a sense, economists were 
only enunciating as formal doctrine what parents 
and children had already known. Rural families 
who clubbed together the resources of several 
family branches to send a bright child to a secon- 
dary school had not been so much concerned with 
the development of the child’s moral personality 
or his appreciation of the value of sports and games 
for physical well-being; they were more concerned 
with the prestige and advantage he could confer on 
the family if he eventually achieved high position 
in the modern sector. The linkage in fact between 
education and occupations, institutionalized in the 
minimum qualifications standards of civil services 
and (increasingly) of private employers, was plain 
enough. Parents did not need economists to tell 
them about the private rates of return to education. 
There was no danger of the demand for education 
falling short of the supply. 


(c) The ideal and real educational/occupational 
mechanism 


The tdeal picture of the educational/occupa- 
tional mechanisms implicit in the assumptions may 
be somewhat as shown in diagram I-3-1. If, a 
quarter of a century ago, there was a fear of a lack 
of correspondence between the proportions of each 
age-group graduated from different levels and the 
proportions of appropriate jobs in the structure of 
new openings becoming available each year, the 
fear was that there would be a shortage of graduates, 
that the lack of qualified manpower might prove 
an obstacle to development (particularly in those 
countries such as Indonesia or Malaysia where a 
large proportion of the jobs in the modern sector 
had been occupied by expatriates so that the num- 
ber of vacancies was much greater than would nor- 
mally have been created by expansion and for re- 


* Republic of Korea, Education Law, article 101. 
J. Vaizey and M. Debeauvais, “Economic aspects of educational 
development” in A. H. Halsey, et. al., eds., Education, Economy and 
Society, 1961, p. 338. 
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placement of the retired.) In most countries there 
was some ambiguity about the bottom half of the 
picture — whether the rate of expansion of the mo- 
dern sector would be fast enough for practically all 
the members of each new generation to be absorb- 
ed into jobs in the modern sector, or whether a 
large proportion of the manual jobs which primary- 
school leavers enter would still have to be in the 
traditional sector, but the most important thing was 
the expectation that the secondary and tertiary out- 
puts would all be absorbed into salaried posts in 
the upper levels of the modern-sector job hierarchy. 


What has become obvious, though — already 
obvious in India and Sri Lanka in the early 1960s, 
only a little less obvious in the faster growing coun- 
tries such as Iran and the Philippines, and a loom- 
ing prospect for many other Asian countries which 
began their educational expansion later — is that 
the pressure of demand for schooling has caused the 
annual outputs of the secondary schools and univer- 
sities to grow to the point at which they far exceed 
the net number of job opportunities becoming 
available each year in the upper tiers of the modern 
sector, and even the gross number of opportunities 
in the wage sector as a whole. However, the real 
situation in many countries has come to look more 
like diagram I-3-2. It is this discrepancy between 
the ideal and the actual mechanism which is res- 
ponsible for the new mood which one can detect in 
the pronouncements of Governments and education- 
ists in Asian countries. The optimism of early 
periods is tempered. The resolution of the 1971 
Third Regional Conference of Ministers of Educa- 
tion and those responsible for economic planning in 
Asia speaks of “the growing awareness of the Mem- 
ber States of the need for a thorough transforma- 
tion of the education systems as a prerequisite for 
their future expansion.”” “The present divorce of 
education from the world of work”, says the Sri 
Lanka Government’s five-year plan, “has uprooted 
an entire generation from the type of production 
which can be readily developed in the country... . 
into a fruitless search for white-collar employment.”® 


The source of these growing anxieties lies in 
the gap between the ideal and the actual system. 
Specifically: 


(a) The “over-production” of graduates 
at the secondary and higher level. Some 
of those who cannot utilize their educa- 
tional certificates for getting jobs settle 
back into traditional family occupations 


® By “net” is meant only those due to death, retirement or expan- 
sion of the economy: “gross” adds vacancies caused by a man leaving 
a job and looking for another. 

7 UNESCO, Final Report, Paris, October 1971. 

® Government of Sri Lanka, Ministry of Planning and Ernployment, 
The Five-Year Plan, 1971, p. 5. 
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DIAGRAM I-3-1. THE MANPOWER PLANNER’S IDEAL SYSTEM 
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Note: All children complete primary school. The “top 25 per cent” of the age group go to secondary, the most able to the science 


streams, of whom, again, the most able go on to the university. The proportion getting secondary and higher education equals 


the proportion of the age group for which white-collar and professional job opportunities will be available. 


The primary leavers 
do manual jobs. 
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(b) 


(c) 


and learn to live with their disappoint- 
ments, looking forward to the day when 
they will inherit their father’s farm or 
shop. Otters get some employment at a 
lower level than they expected, e.g. secon- 
dary school leavers, taking manual jobs at 
the expense of the primary school leavers 
who were getting them before (thus mak- 
ing it clear to the primary school child 
that he must press on into secondary if 
he is to be sure of the security of a regu- 
lar wage job, even as a manual worker.) 
Others subsist painfully on casual day 
labour or in the insecure urban service 
trades. Others, in the bottom section of 
the right hand column of diagram I-3-2, 
wait, and sometimes work, at home; they 
have no prospect of inheriting their 
parents’ farm or shop and lack both pre- 
sent employment and any prospect of 
future security. 


The disappointments and personal 
deprivation implicit in this imbalance are 
of serious dimensions, particularly so be- 
cause the pressure of demand for school- 
ing which causes them is really not a 
demand for schooling itself but for the 
jobs which schooling had been thought to 
promise. The disappointment is direct; 
the thought that schooling has, after all, 
provided an education is no consolation. 


The second feature of this imbalance 
which causes disquiet is its in-built ten- 
dency to get worse. The mechanisms just 
mentioned, whereby qualification stan- 
dards for jobs are continuously raised by 
the very imbalance itself (secondary leav- 
ers taking what were primary leavers’ 
jobs), intensifies the demand for education 
at ever higher levels. 


The other major discrepancy between 
the ideal and the actual lies at the bottom 
end on the left hand side of the diagram 
—the failure in many countries to ap- 
proach much closer to the ideal of univer- 
sal primary education. The causes of non- 
attendance and dropout are obvious (see 
chapter V), but, in at least two ways, they 
are linked to the imbalances just describ- 
ed: (i) because the need to respond to 
pressure for increased secondary and ter- 
tiary facilities causes relative neglect of 
primary education in public expenditure 


(d) 


(e) 
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plans, and (ii) because schooling is so in- 
strumentalized as a means of gaining good 
modern-sector jobs in the eyes of parents. 
Once the competition for jobs has reach- 
ed such a stage of intensity that effectively 
secondary schooling is the minimum quali- 
fication for any worthwhile modern-sector 
job, even manual ones, and once that be- 
comes known to parents, a child who 
shows little sign in his first year or two 
at primary school that he might succeed 
in passing the entrance test for selective 
secondary schools might well be allowed 
to drop out from primary at an early 
stage, particularly ‘if education requires 
substantial financial sacrifice of his 
parents. For the poorest families, more- 
over, the length of the minimum schooling 
period necessary for any worthwhile re- 
turn in terms of jobs may deter them 
from sending their children to school at 
all. 


Related to this is the sense of the 
failure of the rural primary schools to do 
much to enhance either the commitment 
to farming or the real productive capaci- 
ties of the next generation of farmers. 
Parents, children and teachers seem to 
persist in seeing the school as the escape 
hatch from farming, not as a training 
ground for farmers. 


Finally, although less often articulat- 
ed, there are increasing doubts about the 
adequacy of the educational preparation 
of those whose qualifications do give them 
the jobs they seek in the modern sector. 
Complaints about the low quality of edu- 
cation in the secondary schools and the 
continuance of rote-learning patterns into 
the universities, together with employers’ 
complaints about the lack of initiative or 
commitment of young graduates in their 
jobs, suggest that the mere quantitative 
specification of the number of “years of 
schooling” required to qualify for certain 
jobs provides no guarantee of intellectual 
maturity, skills or sophistication, that 
schooling may not be the same as educa- 
tion, and that some new approach may 
be required if the developing countries are 
to ensure, in the new generation of lead- 
ers, administrators, technologists and 
clerks, the qualities of initiative and enter- 
prise and public spirit which the develop- 
ment tasks of their country call for. 
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DIAGRAM J-3-2. THE ACTUAL SYSTEM 
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proportions of the age group going to secondary or further, and the proportions for whom there are “good jobs”, no longer 
coincide, Graduates take clerical, and secondary leavers, manual jobs. Some of them go back to their family production unit, 
often in the traditional sector. It becomes obvious, too, that the “manual employment” of the manpower planner is a category 
which aggregates a variety of ways of life which are of very diverse social significance: the difference between a regular and 
relatively secure manual job and casual labour, between being the only son in an on-going family enterprise, and being one of 
four sons with meagre inheritance prospects, etc. 
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Chapter IV 
THE MOMENTUM AND DIRECTION OF EXPANSION OF EDUCATION 


The last chapter described the various consi- 
derations which prompted Governments, particularly 
the Governments of newly independent countries 
faced with the initial task of replacing the expatriates 
manned large segments of their modern sector, to 
place great importance on education as an essential 
part of their drive for national development. 


However, the expansion of the educational 
systems of Asian countries (as later documented in 
table I-4-4) is far from being simply the product 
of the decisions of central government planning. It 
is also the product of a surging growth of “private 
demand”?! for schooling, a demand which translates 
itself into enrolment figures either through the 
market for private education or through political 
mechanisms. 


The sources of private demand are clear 
enough. Parents may, indeed, seek education for 
their children because they see it as an enrichment 
of the personality, because they think that the 
knowledge that their children will gain should be 
useful to them, because learning earns respect, or 
(after literacy levels exceed certain minimum) be- 
cause illiteracy earns disrespect. But for the most 
part, the present demand for education has been a 
demand for the qualifications which earn modern 
sector jobs, and the status, the security, the salary 
and the prospects for advancement that modern 
sector jobs offer. 


-The importance of qualifications for such jobs 
followed naturally from the assumptions outlined in 
the last chapter. Governments generally institu- 
tionalized the “schedule of correspondences” as- 
sumption by severally specifying for all non-manual 
public sector occupations, and even for most manual 
occupations in the public sector, the particular 
minimum educational qualifications required to fill 
them. (Thus, beliefs that only those with X years 
of education could do Y job properly were translat- 
ed into the rule that only those with X years of 
education could do Y job at all, thereby protecting 
the belief from the possibility of empirical test.) This 
set in train a process which made an educational 


1 The word “private demand” will be used here rather than the 
equally common “social demand”, both because it emphasizes the 
basis of such demand in the calculus of individual self-interest, and to 
avoid confusion with the economist’s use of “‘social demand” to mean 

“what a rational government ought to demand on behalf of society” 
or “the demand which would exist at equilibrium prices”. 


certificate a sine qua non for every aspirant to the 
more desirable modern-sector jobs. Quite apart 
from the fact that, in many countries, the public 
sector provides a large share of total non-manual 
employment, private modern sector employers, es- 
pecially corporate employers, have increasingly fol- 
lowed suit. 


(a) The sources and strength of private demand 


The origins of private demand for education 
are easy enough to see. The persistence and un- 
diminished strength of demand in the face of rising 
unemployment among the secondary and university 
educated may seem harder to explain. One ex- 
planation is in terms of the social structure and 
traditions of Asian countries which lend high status 
and prestige to literacy and educational qualifica- 
tions. A common view is that, quite apart from 
the question of how good their information about 
career prospects is, even if they had perfect in- 
formation, neither parents nor students would pay 
much attention to career prospects and job oppor- 
tunities, in consequence of which educated unem- 
ployment has done nothing to alleviate the pres- 
sures for additional education. 


However, the appearance in the 1960s of de- 
tailed rate-of-return calculations for India showed 
that the phenomenon of educated unemployment 
had by no means eroded the private profitability of 
additional education.? In each case, the figures were 
for males only and were calculated not on actual 
earnings, but on expected earnings attributable to 
extra education after allowing for the probability of 
unemployment, and yet the yields were as high as 
10.4 per cent on upper secondary education and 8.7 
per cent on college education. The study drew at- 
tention to the fact that a disproportionate number 
of the educated unemployed in India were young 
and first job seekers and argued that, even with a 
lengthening queue, it’ was still “rational” to seek 
higher education. 


Since then, additional evidence has appeared 
for the Philippines and Thailand (tables I-4-1 and © 
I-4-2).3 It has been argued, therefore, that there — 


2 See Blaug, Layard, Woodhall, op. cit., p. 237. 

3 The figures for Thailand have the added advantag* of being based 
on regression analysis of earnings so that the effect on education on — 
earnings is rigorously calculated after holding constant the effect of 
family and ethnic origins. See also D. H. Clark, P. FE. Fong, “Returns 
to schooling and training in Singapore”, Malayan Economic Review, 
vol. XV, No. 2, Oct. 1970. 
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is no need to appeal to status and prestige in ex- 
plaining why students want to stay on in schools in 
the face of educated unemployment: the differences 
in earnings associated with successive levels of 
schooling are such that even a 10-20 per cent 
probability of being unemployed after leaving school 
does little to discourage the demand for more edu- 
cation. 


TABLE I-4-1. SociAL AND PRIVATE RATES OF 
RETURN TO EDUCATION IN THE 
PHILLIPPINES, 1971 


Years of schooling Social rate Private rate 


Elementary 1-4 years over no schooling . i 
Elementary 5-6 years over 1-4 elementary 6. 
High school 1-3 years over 5-6 elementary 4, 
High school 4 years over 5-6 years . . 6. 
College 1-3 years over 4 high school . 5: 
College 4 years over 4 high school 7, 
Master’s degree over 4 high school . ae 


oCouMoooUeo 
90 0 ND) B 90:0 
oouUococe 


Source: ILO, Sharing in Development: A Programme of Em- 
ployment Equity and Growth for the Philippines, 1974, 
ch. VIII. 


TABLE I-4-2. SocIAL AND PRIVATE RATES OF 
RETURN TO EDUCATION IN THAILAND, 1969 
Private rate 


Level of education Social rate 


Primarysover HOnCh” Wale Wste ei «t 17 24 
Middle overaprimary = 5 95 hee + 10 11 
Matriculation over middle . . . . 10 11 
College over matriculation . . . . 7 11 


Source: M. Blaug, The Rate of Return to Investment in Educa- 
tion in Thailand (Bangkok, National Education Coun- 
cil, 1973), pp. 5.5 and 5.8. 


However, some doubt has been cast on the 
relevance of these calculations of rates of return to 
the explanation of the strength of the private de- 
mand for schooling by the analysis of the Philippine 
situation in the latest ILO Employment Mission 
Report which goes further than any of the previous 
rate-of-return calculations for Asia in estimating the 
private rate of return to college education by fields 
of study and even by individual institutions attend- 
ed. Although the estimates are crude, being based 
on the first four to six years of employment only, 
they reveal what has long been suspected, namely, 
that an over-all rate of 9 per cent is perfectly 
compatible with negative rates of return to certain 
fields of study at certain low-quality institutions.* 
If it is going to be argued that students are quite 
rational to demand college education despite 
graduate unemployment because the private rate of 
return is 9 per cent, it will have to be conceded 
that some students are irrational in demanding a 
college education whose yield is negative. The dif- 


* See ILO, Sharing in Development, op. cit. 


ficulty with the standard rate-of-return argument 
about the perfectly rational nature of the demand 
for education is precisely that of average rates of 
return and average rates of un>mployment, which 
disguises a great deal of variance in costs, returns, 
and probabilities of employment. Why should a 
student assume that his chances of employment are 
that of the cohort of graduates as a whole, and like- 
wise for the earnings he will enjoy if he manages 
to find work? If every student, or indeed most stu- 
dents, overestimate their chances of completing the 
course, of finding a job and of earning more rather 
than less in the range that is being offered by differ- 
ent employers, a low or even negative private rate 
of return for a cohort as a whole will do little to 
choke off the demand for university education. 


There are, indeed, many other good reasons 
for doubting the extent to which the calculation of 
rates of return by the methods usually employed 
provide a useful means of predicting -the likely 
strength of private demand. 


(i) If ecoromists with their general knowledge 
of labour market conditions are frequently 
surprised by the results of their detailed 
calculations, there is no reason to think 
that high school boys or their parents, or 
even vocational guidance experts, could 
somehow know what these results would 
be intuitively. 


(ii) Even assuming that they were so aware, 
there is no reason to think that students 
share identical subjective rates of time pre- 
ference, i.e. place an equal value on earn- 
ings today rather than earnings tomorrow, 
in which case it might be wrong to argue 
from any particular rate of return to the 
likely attractiveness of education to an 
“average man”. When a group of Sri 
Lanka undergraduates were asked why 
they preferred to try for a public sector 
job rather than a private sector job, their 
answers were: 


TABLE I-4-3. REASONS FOR CAREER 
PREFERENCES: SRI LANKA STUDENTS 


Percentage mentioning among their reasons 


Security of - Other Oppor- 

employ- Pension Salaries material ‘#?#tY to 

ian benehis meus the 

country 
Professional degrees 50 if 9 27 23 
BiScreee te eae 58 9 13 20 17 
BAS Ae. aoe Td. 27 11 23 10 
Source: ILO, Matching Employment Opportunities and Ex- 
“ _pectations — A Programme of Action for Ceylon, 

technical papers, 1971, p. 148. 
Note: Totals do not add to 100 as several students gave more 


than one reason. 
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The fact that 27 per cent of the B.A. 
students mentioned pensions and 11 per 
cent salaries does not reflect the absolute 
importance of these two elements because 
the question was about the relative attrac- 
tiveness of the private or public sectors, 
but the fact that pensions got such fre- 
quent mention does throw considerable 
doubts on the psychological validity of the 
economist’s concept of a time discount 
rate. If the calculation works out at a 
rate of return of over 6 per cent, a 100 
rupee pension in 40 years’ time counts as 
only a sixth of the value of a 100 rupee 
salary in 4 years’ time in the first year 
after graduation. 


(iii) Again the calculated “cost” of education 
may not be the same to everyone because 
there is the question of unequal opportuni- 
ties to borrow money to finance education. 
Some parents will have savings on which 
they can earn 8-10 per cent interest. In 
that case, they may regard university 
education at 9 per cent as privately profit- 
able. Other parents may have to borrow 
the money to pay fees, and, in many 
ECAFE developing countries, have to 
resort to the unorganized money market 
where rates as high as 30-40 per cent are 
not uncommon. Such parents will not be 
attracted by an average rate of return of 
9 per cent. 


(iv) Again, while it is absurd to explain every- 
thing in terms of a fixation on status or 
a white-collar bias, it is equally absurd to 
ignore the fact that some kinds of jobs are 
more attractive than others quite apart 
from the salaries they earn: they offer 
more prestige, more power, more oppor- 
tunities for self-actualizing creative work 
and more security (see table I-4-3). 


It is not surprising, perhaps, that Mark Blaug, 
who has made major contributions in this field, 
should recently have concluded that economists 
“have perhaps attached more significance to their 
calculations (of private rates of return) for purposes 
of explaining the demand for education than is ac- 
tually warranted.”® It is clear, he goes on to add, 
that a good deal more research is necessary: survey 
research into the knowledge and expectations of 
students, about future opportunities, the way in 
which, and the stage at which, they take the crucial 
decisions, the way in which households finance the 


5 Mark Blaug, “The analysis of educated unemployment”, mimeo., 
19733 pn 14. 
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fees and other direct costs of schooling for their 
members and so on. Such research would help to 
lay bare the mechanisms, the extent to which dip- 
lomas once seen as a means to the end of gaining 
employment become ends in themselves, the extent 
to which general beliefs about the value of “a de- 
gree” for getting certain jobs blot out what may 
actually be dimly known about the value of particu- 
lar degrees from particular universities, and so on. 


Such studies would be not only of academic 
interest but also useful pointers to the kind of know- 
ledge about the labour market, the diffusion of which 
might alter the social demand for education. Even 
if such positive intervention is beyond the ambition 
of Governments, it would at least serve to forecast 
trends, because many Governments in Asia are 
committed to satisfying the so-called “social demand 
for education”. In fact, however, few educational 
authorities have spent more than a minute portion 
of their budget on investigating the nature of this 
felt demand. To be sure, it has been projected on 
the basis of past enrolment trends, but that is not 
to say that these past trends have themselves been 
adequately explained. Renewed efforts need to be 
made to study this question. It may be added that 
such studies present few unsurmountable conceptual 
difficulties. Studies of this kind exist in great abun- 
dance in the United States, and Asian research 
workers could easily adapt them to Asian conditions. 
Until such studies are available for at least a few 
ECAFE countries, it would be idle to speculate fur- 
ther on the relationships between educated unem- 
ployment and the private demand for education. 


(b) Public planning and private demand 


Two forces, it was argued above, coincided to 
provide a strong momentum for the-expansion of the 
educational system: Government’s beliefs in the 
value of schooling as a means of fostering economic 
and cultural development on the one hand, and a 
surging private demand for schooling on the other. 


Both planners’ intentions and private demand 
pushed in the same general direction of expansion; 
but, not necessarily towards the same pattern of 
expansion. Planners have been concerned with 
building a range of courses corresponding to the 
whole spectrum of the occupational structure, to 
prepare people for the total range of employment 
and self-employment, including industry, commerce 
and agriculture. Private demand, by contrast, has 
aspired to the avenues of highest promise, to those 
forms of education which have appeared best to keep 
open access to the coveted jobs of the modern 
sector. 
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Of the two forces at work, the second, the 
pattern of private demand, has perhaps dominated 
the process of expansion in most countries (and has 
even been accepted by Governments as a dominant 
consideration), although the extent to which it has 
done so seems to vary from country to country, the 
main sources of variation being (i) the intrinsic 
strength of private demand, depending partly, per- 
haps, on the general strength of “achievement moti- 
vation” in the society, partly on the extent to which 
the society is a “bureaucratized” one in which Gov- 
ernments or large corporations which stress the im- 
portance of educational qualifications play a large 
role, or a small-enterprise society in which mobility 
depends more on ability or luck or drive or cunning 
or diligence than on diplomas, and (ii) the ease 
with which private demand can evoke a supply, 
either through the market in the growth of private 
schools or through pressure on the Government to 
expand the public sector. 


These factors probably explain some of the 
differences (see table I-4-4) in growth rates, es- 
pecially at the higher education level, as between, 
say, India, where the role of the public sector is large 
and education plays an important part in the politi- 
cal process, the Philippines or the Republic of 
Korea, where private secondary schools and univer- 
sities can be founded quite freely, and Thailand 
where electoral politics have had less significance 


and only public universities are given accreditation. 
These variations in the strength of private demand 
are reflected in national differences in the expansion 
at the various levels. 


(c) The dimensions of expansion 


Indeed, the expansion of Asia’s educational 
system has been impressive in scale. (table I-4-4) 
The progress may be broadly summarized for the 
developing ECAFE region included in the table. 
During the period 1950-1965, the population of 
primary school age (6-12 years) increased by 50 
per cent and actual enrolments in primary schools 
by 135 per cent. The secondary school age pvopu- 
lation (13-17 years) increased by 43 per cent and 
enrolments by 255 per cent. The tertiary school 
age population (18-21 years) increased by 34 per 
cent and enrolments by 310 per cent. This has 
been a function not just of expanding school-age 
populations but also of considerable increases in 
enrolments, as shown in table I-4-4. Out-of-school 
education, however, far from expanding, has in fact 
contracted in almost every country if the proportion 
of expenditure on “other types of education” in 
table I-4-5 is taken as a guide. (Expenditure by 
other ministries and departments may be more 
relevant here, however; see chapter VI) 


TABLE I-4-4. ENROLMENT RATIOS BY LEVEL, 1950, 1960 AND 19702 


First level 
Country 


Tertiary (number of students at the 


Second level third elevel per 100,000 population) 


1950 1960 1970 1950 1960 1970 TATA) My eT? 
AighanistanNse .) hes ie) 5 8 22 0.4 0.9 15 3 12 44 
Burma | Wc sya ee ak as 22 72 94 ee 10 19 18 60 169 
indsa ey 2. Mert So oe et 44 61 79 8 17 23 118 253 469 
Wndonesiai 2° sBins lay tee 46 60 69 3 6 12 8 113 187 
fran ts co fehe Mey sole 8 26 39 62 4 11 24 37 92 243 
Khmer Republic. 2. « 30 '¢ 30 62 90 0.5 5 11 6 32 137 
AOR ale I Dan a ss to ait 12 25 47 0.2 0.9 i Ar 4 18 
Malaysia (West) 9s 5 3G 72 93 91 5 16 0F 33 5 117 166 
Mongoliatn aa. ur) es oe BO 73 109 33 51 239 523 699 
Neral is boy io. Leuk sa acs icia os 6 20 31 2 4 8 11 55 156 
Paksstan! os; ie b Bs 4) val 39 34 45 9 13 91 149 350 
PGLPPINES) Bip.) si Musa Goo sso ei 91 oT 116 27 29 42 882 1,080 15737 
Republic of Korea’. . . ; 83 96 104 16 29 41 179 409 627 
Republic of Viet-Nam . . . 26 101 101 10 27 10 83 267 
Singapore yas fay es 80 111 105 8 33 45 181 629 650 
Srulanka 9 see ts sete 77 86 89 12 28 31 56 68 117 
a diailand ap nk ge ees cele aie 84 84 81 6 13 16 111 192 196 


Source: UNESCO, Progress of Education in the Asian Region, Statistical Supplement, 1971, table 29. 
Note: (1) Enrolment ratio means the ratio of the children enrolled at a certain level to the children of a certain age group. 
(2) The ages and grades to which the figures in this table refer are shown in table I-4-4a. 
® In some cases where ratio figures for the year 1950, 1960 or 1970 are unavailable, the figures for the nearest year are given. 
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TABLE I-4-4a. THE AGES AND GRADES AT 
VARIOUS LEVELS OF BDUCATION 
First level Second level 

Grades Ages Grades Ages 
Afghanistan I-VI 7-12 VII-XN 13-18 
Burma I-IV 6-9 V-X 10-15 
India . I-V 6-10 VIFXI 11-17 
Indonesia I-VI 7-12 VI-XIT 13-18 
Tran I-VI 6-11 VII-XIL 12-17 
jie ee erg en I-VI 6-11 VII-XIT— 12-17 
Khmer Republic . I-VI 6-11 VII-XIN «12-18 
Laos Cae I-VI 6-11 VII-XUI 12-18 
Malaysia (West) . I-VI 6-11 VII-XHI 12-18 
Mongolia . I-IV 8-11 vV-X 12-17 
Nepal . I-V 6-10 VI-X 11-15 
Pakistan : I-V 5-9 VI-X 10-14 
Philippines. . I-VI 7-12 VIl-X 13-16 
Republic of Korea I-VI 6-11 VII-XII.— 12-17 
Republic of Viet-Nam I-V 6-10 VI-XII 11-17 
Singapore I-VI 6-11 VIU-XI 12-17 
Sri Lanka I-VIIl 5-12 IX-XIl 13-16 
Thailand . I-VII -13 VIII-XII = =14-18 
Source: As for table I-4-4. 


How these rates of increase in enrolments com- 
pare with other indicators, such as growth in per 
capita income or in the size of the wage sector of 
the economy, is illustrated for a number of coun- 
tries in figure I-4-1. By any standards, it is clear 
that growth has been rapid. 


(d) The pattern of expansion: The balance 
between the levels 


The pattern of growth has been uneven. Ter-~ 
tiary enrolments have increased faster than second-— 
ary and secondary faster than primary. This is not 
to say that primary education in absolute terms has 
been slow to expand. The available evidence shows 
that, until recently, primary enrolments dominated 
the school population.* By 1970, 13 of the 17 
countries in table I-4-4 had primary enrolment 
ratios of 50 per cent or more, compared with only 
6 in 1950 (although the significance of a 50 per 
cent enrolment figure can vary: it can mean that 
half the children start school and complete the 
course or that all start and perhaps only 20 per — 
cent finish.) 


Tables I-4-6 and I-4-7 show the extent to 
which secondary and tertiary expansion respectively 
have outpaced primary expansion over the decade 
of the 1960s. (In table I-4-7 a figure of 1.2 for 
secondary means that the annual percentage growth 
rate of secondary enrolments was 20 per cent higher 
than the annual percentage growth rates of primary 
enrolments.) Table I-4-8 shows one implication of 
this in budgeting terms — the opportunity cost of a_ 
secondary or university place in terms of primary 
places, 


S UNESCO, Progress of Education in the Asian Countries, Statisti- 
cal Supplement, 1971. 


TABLE I-4-5. PERCENTAGE DISTRIBUTION OF PUBLIC RECURRING EXPENDITURE 
ON EDUCATION IN SELECTED COUNTRIES AROUND 1960 AND 1968, BY LEVELS 


Pre-school 


Yer Ministers” Syn TM gale pe 
Afghanistan 1962 11.6 29.3 40.2 16.0 2.0 
1968 7.8 25.9 44.6 21,7 — 
Burma 1960 4.0 63.9 28.7 — _ 
1967 5.1 37.0 40.5 10.4 — 
India 1960 3.2 24.9 41.6 18.0 14 
1965 2.6 23.3 42.1 23,1 ies) 
Tran 1959 17.4 51.3 26.9 — 25 
1968 8.1 515 20.1 19.8 05 
Laos 1960 5.5 69.4 16.7 8.4 _ 
1968 5.4 60.8 24.2 7.7 1.9 
Malaysia (West) . 1961 4.2 Sis 81 6.6 5.4 
1967 16.7 45.4 32.9 4.3 0.7 
Pakistan 1960 4.2 37.0 25.9 23.9 3.9 
1968 see 43.7 245 21.1 ee 
Republic of Korea 1961 19,9 43,9 21.1 l44 0.7 
1968 5.0 66.8 19.9 8.0 03 
Republic of Viet-Nam 1961 75 41.9 34.8 8.2 04 
1968 6.2 60.5 24.4 7A 15 
Singapore 1961 20 65.5 20.0 115 1.9 
1968 2.5 48.9 33.0 13.4 a> 
Thailand . 1961 5.4 59.8 22.0 0.6 3.2 
1968 4.8 63.0 17.3 12.1 2.8 
Japan . 1961 re 36.2 36.8 14.8 5.0 
1968 7.4 38.1 38.0 12.9 3.6 
Source: UNESCO, op. cit., table 44, 


« Expenditure for administration is included with “Other expenditures not allocated by level”. 
Expenditure for special and adult education is distributed amongst different levels and types of 


education, 


: 
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1955 1960 1965 1968 
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FIGURE I-4-1. Inpia (1950=100) 
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FIGURE [-4-1. (continued) MALaysta (West) (1960=100) 
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FIGURE I-4-1. (continued) REPUBLIC OF KorREA (1955=100) 
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FIGURE I-4-1. (continued) THAILAND (1960=100) 
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TABLE I-4-6. RATE OF GROWTH IN THE FIRST, 
SECOND AND THIRD LEVELS OF EDUCATION 
DURING 1960-1969 


First level Second level Third level 


EAiebanistanh 20h. Sete. ae 1 
Burma aul Ys 

India . 

Indonesia . 

Iran ahd sore oA 
Japany.. 4. a 
Khmer Republic (1960- 1968) 
Laos . 

Malaysia (West) . 

Mongolia . 

Nepal) ©: 

Philippines (1960- 1967) 
Republic of Korea, 

Republic of Viet-Nam 
Singapore 

Sri Lanka 

Thailand . 


mn 


NA SHNOCENWOASOWONEN 
NO W BNI UIST COMO ONE DOR Wr 


% 
o 


poe st 
a 


_ 
—_ 


> oe 

hr hy 
WOUAISAAIN AC HOF RH 
DOnNneKeDAHPHLOONUOUABONVI 


— 


UNriowWdooWwW RH UHH DU 
ae = 
» 
aay eee 


Source: Based on UNESCO Regional Office for Education in 

Asia, Progress of Education in the Asian Region, Statis- 
tical Supplement, 1972, table 19. 

General only, i.e. excludes vocational/technical and 
teacher training. 

> Excludes teacher training at this level. 

© 1961-1969. 

4 Excludes teacher training. 

© 1965-1969. 

* 1961-1969. 


TABLE I-4-7. RATE OF GROWTH OF SECOND AND 
THIRD LEVELS AS MULTIPLES OF THE RATE OF 
GROWTH OF FIRST 


2/1 3/1 
Afghanistan 1.8 te 
Burma 1.3 1.7 
India . 1.3 2.0 
Indonesia . 2.4 2.3 
Iran 1.6 1.8 
Japan'n.. &., ¢ — — 
Khmer Republic : Za 3.4 
aos 3) = Ey 2.4 
Malaysia (West) . 5.8 2.9 
Mongolia . al 0.9 
Nepal’. = 0.9 1.2 
Philippines : 1.4 155 
Republic of Korea 1.5 1.4 
Republic of Viet-Nam 1.8 2.3 
Singapore 3.6 1.8 
Sri Lanka 3.3 5.9 
Thailand . 2.1 1.0 


Source: UNESCO, op. cit., table 9. 


These differential rates of growth are perhaps 
surprising in view of the fact that the first emohasis 
of regional discussions of educational development 
was on the rapid and widespread diffusion of 
primary education. The Karachi Conference (Re- 
gional Meeting of Representatives of Asian Member 
States on Primary Compulsory Education, Decem- 
ber 1959 to January 1960) crystallized these inten- 
tions in its bold setting of targets — seven years of 
universal and compulsory primary education in all 
the member countries by 1980. 


TABLE I-4-8. UNIT RECURRENT COSTS (PUBLIC) 
OF SECONDARY AND TERTIARY EDUCATION AS A 
MULTIPLE OF PRIMARY RECURRENT COSTS PER 
PUPIL (I.E., THE NUMBER OF PRIMARY PLACES 
PURCHASABLE BY THE COST OF ONE SECONDARY 

OR TERTIARY SCHOOL PLACE) IN SELECTED 


COUNTRIES 

Secondary: Tertiary: 

primary primary 
Afghanistan (1968) . 9.98 76.18 
Burma (1967) 5.19 20.97 
India (1965) . 2.03 29.80 
Iran (1968) . 1.63 26.80 
Laos* (1967) 8.53 68.25 
Pakistan (1968). . 1.45 10.06 
Republic of Korea (1968) . 2.02 11.95 
Singapore” (1968) 1.68 6.96 
Thailand® (1968) 4.48 18.46 


Source: UNESCO, Progress of Education in the Asian Region, 
Statistical Supplement, 1972, table 45. 
* Expenditure of Ministry of Education only. 
» Including subsidized private education. 
© Expenditure of Central Government only. 


When UNESCO set up its Asian Model targets, 
however, there was already a considerable emphasis 
on expansion of secondary and higher levels of 
education, although with a bias towards scientific 
and technical education at these levels. (This was 
also a time when manpower planners were stressing 
the importance of middle and higher level man- 
power.)’ The Asian Model offered three sets of 
enrolment targets for 1980 designed to suit the 
presumed needs of different groups of countries: the 
first for the three countries not thought likely to 
achieve universal seven-year primary education by 
1980; the second for the majority of the countries 
(with over 80 per cent of the combined populations) 
expected to achieve that target around 1980, and 
the third, the six countries expected to get to that 
point even earlier. As the figures of table I-4-9 
indicate, secondary enrolments (grades VIII to XII) 
were expected to reach 30 per cent of the age group 
and tertiary enrolments 5 per cent before primary 
schooling became universal. 


Whether there was a deliberate change in plan- 
ning policy or merely a response to the pattern of 
demand, there was an observable change in the pat- 
tern of enrolment growth as the decade went on. 
In the region as a whole, primary enrolment grew 
at an annual rate of 6.4 per cent during 1960-1965, 
but slackened to 3.7 per cent in 1965-1968. The 
growth of secondary level enrolments also fell be- 
tween the two periods, although to a lesser degree 
(from 9.2 per cent to 7.5 per cent), but the growth 


7 See the influential book of F. H. Harbison and C. M. Myers, 
Education, Manpower and Economic Growth, 1964. 
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of teritary enrolments accelerated slightly from 11.1 
per cent to 11.6 per cent. The most striking change 
was in the three least developed countries for which 
target-set A was designed in the Asian Model. 
There the primary expansion rate fell between the 
two periods from 17.7 per cent to 7.7 per cent, 
while the secondary expansion rate increased from 
12.7 per cent to 18.4 per cent.® 


TABLE I[-4-9. ASIAN MODEL OF EDUCATION 
DEVELOPMENT: ENROLMENT RATIO TARGETS 
FOR 1980 


Group A Group B Group C The region 


Percentage of estimated 1980 
school age population (6- 


21) ineach group. . . 3 82 15 100 
(1) 1980 enrolment ratios 
Primary (Vly 44.67 89.92 100.21 90.32 
Secondary VIII-XII. . . 12.04. 33.32., 4476: 3255 
‘a extiary XE Ab hes i a - 1.77 4.92 6.34 4.96 


(ii) Percentage distribution by field 
Lower secondary VIII-X 


General 50 81 71 76 72 

Vocational 3 aes 19 29 24 28 
Upper secondary XI- XI 

General ; 53 58 59 58 

Technical and wicdHobal . 33 39 39 39 

Teacher training . . . 14 3 2 3 
High XIII+ 

Teacher traning), 2 6 Wd ry: 3 

Technical 1 13 12 13 

Science Sean See 32 41 45 42 

Arg efcit) <i ke Bites 43 44 36 42 


Source: UNESCO, Astan Model of Education Development, 
Pod. 
Note: Group A: Afghanistan, Laos, Nepal. 
Group B: Burma, India, Indonesia, Iran, Khmer Re- 
public, Mongolia, Pakistan, Republic of Viet-Nam. 
Group C: Malaysia, Philippines, Republic of Korea, 
Singapore, Sri Lanka, Thailand. 


The general relationship which these figures 
suggest — that the lower the level of primary enrol- 
ments the greater the extent to which secondary and 
tertiary expansion exceeds that of primary — holds 
only as a weak correlation across the 17 countries 
of table I-4-6.° But what, in the light of history, 
is perhaps somewhat more surprising is the fact that 
the correlation is not ix the opposite direction. One 
might have expected that it would be the countries 
where primary enrolments are approaching 100 per 
cent which would be channelling their expansionist 
thrust more into secondary and tertiary than into 
primary levels. But this is not the case. 


There is a sharp contrast between the pattern 
exhibited by almost every Asian country today 


8 UNESCO, Development of Education in Asia, UNESCO/MINE- 
DAS 3, pp. 18-24. 

® The correlation coefficients are 0.28 and 0.3 between the level of 
primary enrolment and the ratio of the rates of increase in secondary 
to the rate of increase in primary, and between the former and the 
rates of rate of increase in tertiary and rate of increase in primary, 
respectively. 
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and the historical pattern exhibited by, say, Britain, 
Japan or Germany. In those countries, it was not 
until the spread of primary education was complete 
that substantial growth in secondary education took 
place, and not until secondary growth was well 
underway that expansion took place at the tertiary 
level. 


The reason tor this difference lies chiefly in 
what was called the first assumption of the last 
chapter, i.e. “the dual sector view of development”. 
It derives from the cliff-like nature of the separa- 
tion of the modern sector from the rest of society, 
and from the fact that the modern sector represents 
to a greater or lesser degree an enclave governed 
by the institutional practices of the contemporary 
developed countries. In Britain, Japan or Germany 
at the end of the last century, when the society was 
spending enough to give, on average, only five or six 
years of education per child in each age group, the 
society was content to have journalists, clerks, 
nurses, librarians, or laboratory technicians who had 
had only six or seven or eight years of education. 
Only in their more modern affluent phase, when the 
minimum basic education span had stretched to nine 
or ten years, has it become customary in the de- 
veloped societies to recruit for these occupations 
from those who have had twelve to sixteen years 
of education. As a result of the transfer of the 
contemporary developed-country “schedule of cor- 
respondences” to the developing countries, however, 
even a society which is prepared to spend on educa- 
tion enough to provide five or six years of education 
per child on average nevertheless expects to give 
twelve to sixteen years of education to their future 
journalists and nurses — and this can only be done 
at the expense of giving some children no education 
at all. 


This basic factor works both through the 
mechanism of development planning and through 
private demand. Public policy went along with the 
assumptions of the “schedule of correspondences” 
implicitly built into the Asian Development Model. 
The consequent need on the part of the individual 
to get high up the educational ladder if he was to 
gain any modern sector job at all provides the addi- 
tional grass roots pressure for expansion at those 
higher levels. And because, as the next chapter 
will show, the children of the more articulate and 
politically influential middle and upper classes in the 
towns are disproportionately over-represented in 
secondary schools, their pressure for expansion at 
the higher levels is more influential than the de- 
mands for more primary schools from the poorer 
rural areas. Moreover, in the private sector of 
education, of course, the greater concern of the 
middle-class parent with secondary education shows 
itself directly. 
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Add to this another circumstance which dis- 
tinguishes developing countries in the ECAFE region 
from the earlier developers at the beginning of the 
century: the development of communications which 
orientates the mass of the people more towards the 
national centre and less towards the microcosm of 
their own small community, thus making the attrac- 
tions of the modern sector highly visible and salient 
in their consciousnesses, and entry into that modern 
sector becomes a very widespread goal. When that 
does become universally conceived of as the domi- 
nant, if not the only, purpose of schooling, when it 
is such a long haul of ten or more years to achieve 
success, and when it is known that the selection 
hurdles are such that only the brighter-than-average 
child has a chance of reaching the goal, individual 
parents may well rapidly lose interest in the school- 
ing of their less promising children, and whole re- 
gions, castes or classes who feel themselves thrust 
into the periphery of the society and generally ex- 
cluded from the chances of advancement may not 
see much point in pressing for more primary schools 
for their district. In short, the relative weakness of 
demand for primary schooling may well be a func- 
tion of the fact that primary schooling is generally 
seen not as an end in itself, but only as preparation 
for later schooling. 


(e) Private education 


The most direct way in which private demand 
expresses itself is through the expansion of private 
schooling. Table I-4-10 shows the large part that 
private schooling plays at the secondary level in 
many ECAFE countries: in many it is a growing 
role, although the foundation of new schools and 
the expansion of existing ones is cancelled out in 


some countries by the absorption of other private 
schools into the state sector. 


Private schools are sometimes the result of a 
private initiative, taken in the absence of a public 
initiative, which provides schooling in an area 
where schools had hitherto been lacking. More 
often they are provided either (i) in competition with 
public provision, catering for the children of, better- 
off parents to improve their chances in later educa- 
tional competition or to avoid what may seem a 
deterioration of standards in public schools,!° or, 
(ii) as additional provision for those denied entrance 
to selective public schools. 


It is particularly where private universities can 
be founded with relative ease to fulfil the latter func- 
tion that the expansion of secondary and tertiary 
education is liable to “take off” on a self-reinforcing 
basis: the increase in the number of university places 
makes university entrance easier and so facilitates 
an increase in secondary schools. Private univer- 
sities grow downwards, founding their own prepara- 
tory high schools; high schools grow upwards into 
universities to provide their pupils with a secure 
“escalator” to the university level. The Philippines 
and the Republic of Korea are Asia’s foremost 
examples of this process. The Republic of Korea 
had 627 university students per 100,000 population 
in 1970, and the Philippines 1,737 in 1968 —a 
hundred more than Japan, and only a little way 
behind the United States... Of these, over 80 per 
cent and 90 per cent respectively were in private 
establishments. 


0 Republic of Korea, Ministry of Education, Statistical Yearbook of 
Education, 1967, pp. 112-113; quoted in Y. Chang, Population, 
Education and Employment in Korea, mimeo., 1973, p. 72. 

11 UNESCO, Progress of Education in the ‘Asian Region, Statistical 
Supplement, table 29. 


TABLE I-4-10. ENROLMENT IN PRIVATE SCHOOLS AS A PERCENTAGE OF 
TOTAL ENROLMENT AT FIRST AND SECOND LEVELS IN 
ECAFE DEVELOPING COUNTRIES, 1955-1969 


First level 


1955 1960 
I Fy COLE TE EA BR aan Sper aeS 25 23 
INGOMCSI aw Oa oie we bL- ay 8 10 
Tran; ee Ps 8° 8 
Khmer Republic ee ity. Fs ih 7 5 
Malaysia (West) 0. % « «© 7 4 
Piiiopines | ter) ne. k 4 5 
Republic of Koréa.. 3... —_ — 
Republic of Viet-Nam . . . 20 19 
Singapore aa ay UR 9 | 
Whatlandwer wee = does hs 11 13 
Weighted average c 18 17 


Source: UNESCO, op. cit., table 24. 


* Refers to enrolment i in gencral education only. 
1963, 


» 1964. 3 

£1968. e195 /> 

J Including vocational education. 
* Excluding India and Khmer Republic. 


» 1970. 


Second level® 


1965 1969 1955 1960 1965 1969 
Lay ete 50) 42 41 aC 
LOS 10° 42 50 46 43¢ 
7 8 We 15 17 21 
3) 8f 61° 42 16 16° 
1 1 36" 26 20 8 
5 44 62 63 68 64% 
2 1 38° 45! 48 sibs 
19 19 48 64 64 64 
1 O25 93 5! 3 ey 
13 14 48 52 50 52¢ 
13 8! 49 AG; 43 44* 
mr) 954 
"1961 
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(f) Balance or imbalance? 


There can be no general answer to the ques- 
tion: are the relative rates of expansion at different 
levels functional for the economic development of 
ECAFE countries? The situation of different coun- 
tries varies. There are countries which still have a 
shortage of middle-level personnel, but these are 
generally shortages of specific skills, not of those 
trained to secondary level in general academic 
streams. There are few countries now where the 
secondary school graduate leaves school after ten 
years of general education with a certainty of auto- 
matically getting a job. Enough has been said 
about the educated unemployed problem and the 
point needs no further elaboration. 


It is not surprising, therefore, that there should 
now be a re-evaluation of development strategy, 
induced by the visible appearance of unemployment 
on the one hand, aided in some countries by equity 
arguments revolving around such facts as those re- 
flected in table I-4-8. (Is it proper, the argument 
goes, to spend 30-50 times as much government 
funds annually on the education of each university 
student as on the education of each primary school 
child — given, particularly, what one knows about 
the predominantly middle and upper class composi- 
tion of the student body?) A general tendency to 
give greater emphasis in development strategy to the 
possibilities of improving or transforming the tradi- 
tional and informal sectors is reflected in a new 
concern to divert more resources from secondary 
and higher to primary education. This perceptible 
shift in the international expert consensus, reflected, 
for example, in the reports of all the ILO Employ- 
ment Missions (tp Colombia, Kenya, Iran, the 
Philinvines and Sri Lanka), is not, as yet, reflected 
in the policies of most ECAFE Governments. The 
pressures of private demand described above do, of 
course, militate strongly against such a shift. 


(g) The economist’s contribution 


What considerations underlie the shift in the 
expert consensus? What contributions could econo- 
mists make on the basis of their specific expertise to 
the question whether or not resources should be 
diverted from higher to primary education? 


One answer to this question is contained in 
the manpower-requirements approach, in which the 
output of the educational system is determined by 
estimating the manpower needs at various dates in 
the future. This approach was originally developed 
for the OECD Mediterranean Regional Project and 
has also been applied in ECAFE countries, e.g. 
Pakistan, the Philippines, the Republic of Korea, Sri 
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Lanka and Thailand. The most detailed applica- 
tion in the region is that used as a basis for the 
recommendations of the Indian Education Commis- 
sion of 1964-1966.12 This approach generally 
starts with a projection of the GNP for some future 
year, breaks it down by sectors, estimates the occu- 
pational distribution of the labour force sector by 
sector, and then derives the required educational 
qualification of the labour force occupation by 
occupation. Sometimes a shortcut is used, as in the 
India study, by applying labour-output elasticity co- 
efficients as derived from international comparisons. 


The manpower-requirements approach is sub- 
ject to a number of limitations, especially in its ap- 
plication to the developing countries. First, it is 
difficult to rely on the estimates of the labour-output 
coefficients in projecting requirements, whether the 
coefficients are derived from past trends, current 
trends, or the experiences of other countries. If 
past and current trends could be safely extrapolated, 
the problem of economic development would be 
easier than it is, but, as the recent concern with the 
choice of techniques has highlighted, the technology 
in which capital is embodied in the 1970s is likely 
to be different, even in developing countries, from 
the technology in which it was embodied in the 
1950s. 


Secondly, of course, manpower planners have 
to use a “schedule of correspondences” between 
educational levels and jobs which, as has already 
been pointed out, may be inappropriate to the coun- 
try concerned, is likely to treat as absolute what is 
only contingent, and in any case has to freeze to a 
static picture what in all countries is a dynamic 
shifting process. 


The more appropriate use of manpower-plan- 
ning techniques, although even this has difficulties, 
lies in the forecasting of specific requirements for 
specific skills, a matter which is dealt with in the 
next chapter. For answering the general question 
of the balance of investment between the three broad 
levels of education, however, the manpower planner 
does not need to use sophisticated labour-output co- 
efficients. The question) may be tackled by simply 
pointing out the unemployment figures and advising 
a cutback in those forms of schooling whose pro- 
ducts appear to have the greatest difficulty in finding 
jobs. 


It is different for those economists who favour 
the rate-of-return approach, because some of their 
studies appear to show that, even after discounting 


12 See T. Burgess, R. Layard and P. Pant, Manpower and Educa- 
tional Development in India 1961-1986 (London, Allen Lane, The 
Penguin Press, 1968). 
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for lengthening experience of unemployment while 
waiting for a first job, the social rate of return for 
higher education can be quite high, although rates 
of return to primary are found to be higher. 


Calculation of the social rates of return as a 
social investment criterion for Governments has 
indeed been the dominant motive for rate-of-return 
studies rather than the measurement of private rates 
quoted earlier in explanation of private demand. 
The method for calculating the social rates of re- 
turn to education is similar to that for calculating 
the private rates except that all resource costs of 
education are counted instead of only the private 
costs, while, on the earnings side, it is earnings 
before income tax and not earnings after income tax 
that enter into the calculation (in practice, however, 
the adjustment for income tax is usually ignored for 
the developing countries on the grounds that income 
tax contributes only a small proportion of total tax 
revenues). As education is subsidized by the State 
in most ECAFE countries, the findings invariably 
show lower social than private rates of return 
(tables I-4-1 and I-4-2). In addition, with the 
exception of the Philippines, the studies for other 
ECAFE countries so far (and for that matter the 
studies for 15 developing countries in Africa and 
Latin America®) show steadily declining social 
rates of return for higher and higher levels of educa- 
tion. On these grounds, rate-of-return analysts 
have usually concluded that the given educational 
budget of the countries in question should be re- 
directed towards primary education at the expense 
of secondary and higher education. In some cases, 
such as Thailand, similar comparisons between 
academic and vocational secondary education have 
led to the conclusion that academic secondary 
schools should be expanded at the expense of voca- 
tional secondary schools, because the former yield 
higher social rates of return than the latter.'4 


Going beyond the optimum allocation of a 
given educational budget, these authors have also 
ventured to compare social rates of return to educa- 
tion with the alternative yields of government funds 
in state enterprises, as well as private funds in or- 
dinary physical investment projects. For India, 
Blaug, Layard and Woodhall argued that no invest- 
ment in education yielding less than 12.5 per cent 
could be justified on economic grounds and hence 
they concluded that further expansion of education 
was only justified in the field of primary education. 
For Malaysia and Thailand, similar arguments were 
applied to rule out further expenditure on higher 
education, and the ILO Employment Mission Report 


13 G. Psacharopoulos, Returns to Education (Amsterdam, Elsevier 
Publishing Co., 1972). ¢ 

14M. Blaug, The Rate of Return on Investment in Education in 
Thailand (Bangkok, National Education Council, 1973). 


for the Philippines concluded that, although the 
social rate of return on university education exceeds 
that on secondary education, all the social rates 
were too low to warrant further expansion of any 
level of education.!® 


The shortcomings of rate-of-return analysis as 
a method of providing social investment criteria in 
education are perhaps too obvious to require discus- 
sion and, in any case, they have been amply venti- 
liated in the literature. It is, of course, an undeni- 
able mathematical proposition that, to maximize any 
objective function, the marginal rates of return in 
terms of that objective function should be equalized 
in all directions of investment; when they are found 
to be unequal, as they invariably have been in the 
case of successive levels of education, the implica- 
tion is that the levels where the rate of return is 
high should be expanded, while the levels where it 
is low should be contracted. The assumed objec- 
tive function of rate-of-return analysis is growth in 
GNP at the relative evaluations of its various con- 
stituents given by the market. Quite apart from 
the question of whether that is an adequate charac- 
terization of any Government’s objectives, there are 
considerable doubts about the mechanisms whereby 
education relates to earnings which rate-of-return 
analysis assumes. 


In the first place, it is doubtful whether the 
differences in earnings of workers of different edu- 
cational qualifications, on which the standard calcu- 
lations or rates of return depend, are reasonably 
accurate measures of the differences in the contri- 
bution of workers to the national objectives of a 
country. Being based on monetary earnings, they 
cover a rather narrowly economic conception of 
these objectives. Even so, they are distorted by 
various imperfections in the operation of labour 
markets, especially in regard to the public sector in 
which most highly-educated workers are employed. 
To cite only one example, many Governments hire 
workers at starting salaries that are automatically 
geared to educational qualifications, after which they 
move up the pay scales in accordance with senior- 
ity. There is nothing wrong with this if we can 
assume that individual abilities and drives are per- 
fectly correlated with years of work experience. 
However, this is not a realistic assumption which 
implies that the earnings of qualified people in the 
public sector may depart substantially from the con- 
tributions of these individuals to the “output” of 
government departments and state enterprises. 


It has been argued that, to the extent that the 
earnings of highly qualified people in the public 
sector overstate the marginal products of govern- 


15 ILO, Sharing in Development, op. cit. 
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ment workers, the observed rates of return to upper 
secondary and higher education overstate the true 
yields of these levels of education, thus reinforcing 
the conclusion of over-investment in secondary and 
tertiary education. However, the inflated earnings 
of highly qualified people has the effect of overstat- 
ing both the costs and the benefits of secondary 
and higher education for the simple reason that the 
educational system is the best customer of its own 
output. In consequence, the bias might go either 
way and there is no saying whether the social rate 
of return on university education, calculated on the 
basis of “shadow price” for university graduates, 
would be higher or lower than the observed yield 
on university education. 


Another important weakness of the usual 
method of calculating rates of return to education 
is the neglect of the “externalities” of education, 
the extent to which educated workers influence the 
productive behaviour of the rest of society. How- 
ever useful the private rates of return may be in 
explaining private decisions regarding education, the 
adjustments that are usually made to these rates to 
derive the corresponding social rates of return do 
not take account of the main difficulties in these 
respects. So long as the argument is confined to 
the best allocation of a given educational budget, 
the problem is less serious: if these externalities 
were equal at all levels of education, they would 
not influence rate of return to the different levels. 
When ambitious comparisons are made between ex- 
penditures on education and expenditures on other 
lines of activity, however, the failure to make allow- 
ance for the externalities of education deprives the 
comparisons of any economic meaning. 


A more fundamental objection to rate-of-return 
analysis questions its initial assumption that the 
recipients of education are more or less equal in 
underlying abilities and that the subsequent differ- 
ences in earning power of those with different educa- 
tional experiences must be attributed to what their 
education has done to them. In short, that educa- 
tion is an investment which, like investment in, say, 
land improvement, yields its returns by enhancing 
productive capacity. There is an alternative thesis 
that the proper analogy is not with the improve- 
ment of land but with prospecting for oil. As Blaug 
sets out the thesis: 


“the structure of occupations and the corres- 
ponding structure of rewards in an organization 
takes on the shape of a pyramid and the fur- 
ther up the pyramid we go, the greater is the 
degree of responsibility imposed on job incum- 
bents. Employers are not sure that they can 
measure the particular bundle of attributes re- 
quired to rise up the pyramid, but they have 
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found from past experience that there is a gen- 
eral concordance between such abilities and 
educational attainments. In that sense, educa- 


tional credentials act as surrogates for qualities — 


which the employer regards as important: they 
predict a higher level of performance but they 
make no direct contribution to it.”!6 


This interpretation of the economic role of 
schools, i.e. that their testing function is more im- 
portant than their teaching function, has become 
known as the “screening hypothesis”, and it has 
recently gained some considerable support.!7 Com- 
mon observation provides much supporting evidence 
in those Asian countries, such as India, Japan, the 
Philippines and the Republic of Korea, where the 
range in quality of higher-education institutions is 
extremely wide and where it is well-known that 
employers tend to judge the quality of the graduates 
of any institution roughly by the stiffness of the 
entrance tests by which students are admitted to 
them. It has received further confirmation in recent 
years in Japan where the move to lottery systems of 
admission has radically altered the prestige ranking 
of high schools. (See chapter V.) 


Some of the objections of rate-of-return 
analysts to the “screening hypothesis” have some 
force,!§ and it would indeed be extraordinary if the 
formative as opposed to the selective functions of 
education were of no account. But if, for example, 
it is demonstrated that employers prefer to recruit 
academic secondary graduates rather than vocational 
secondary graduates even for technical jobs because 
they know that the vocational school students 
would have gone to academic schools if they had 
been bright enough to pass the tests, a rate-of-return 
analysis which showed that (cost factors apart)\ the 
earnings records showed a lower rate of return to 
vocational than to academic secondary schooling 
would tell one nothing about the intrinsic usefulness 
of the two kinds of education. A change in the 
methods of allocating students which made employ- 
ers believe that the most able students were chan- 
nelled into vactional schools would radically alter 
rates of return without any change in the actual 
content of the education imparted. 


A final objection to the use of social rates of 
return as criteria for investment is that they assume 
that the earnings differentials observed at one time 


18 Mark Blaug, Educvation and the Employment Problem in Deve- 
loping Countries (ILO, 1973), p. 35. 


‘TP. Wiles, “The correlation between education and earnings: the — 
external-test-not-content-hypothesis”, Higher Edtication 3 (1974), — 
pp. 43-58; K. Arrow, “Higher education as a filter”, in K. G. Lums- — 


den, ed., Efficiency in the Universities (Amsterdam, Elsevier) forth- 
coming, and P. J, Taubman and T. Wales, “Higher education, mental 
ability and screening", Journal of Political Economy, Jan./Feb. 1973. 

18 See M. Blaug, op. o., and R. Layard and G, Psacharopoulos, 
“The Screening Hypothesis”, mimeo. 1973, 
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will remain constant over the working lives of the 
persons affected by current investment decisions. 
These differentials are already felt to be inappro- 
priate in many developing countries, being much 
larger than in developed countries, and policy mea- 
sures are likely to be taken to change some of them. 
Even without any such policy change the progress 
of the qualification spiral discussed in chapter II 
will make any prediction of the future earnings of 
individuals from the cross-sectional age-earnings 
profile at any one point in time extremely hazardous. 
There are few ECAFE countries where today’s 
secondary graduates can hope to get set on the 
career lines that today’s 40-year-olds had open to 
them when they left school two decades ago. 


The difficulties are particularly acute in at- 
tempts to measure the returns to primary education, 
which usually base themselves on the earnings differ- 
ences between primary graduates and the unschool- 
ed in the modern sector of the economy. If there 
is to be a massive expansion of primary education, 
however, those newly brought into the school will, 
in nearly every ECAFE country, be predominantly 
those who must expect to spend their lives as 
farmers or self-employed craftsmen. It is not, in 
theory, impossible to measure the degree to which 
primary education enhances the productivity of 
farmers (see chapter VI), but, as yet, no rate-of- 
return analyst has based his calculation on any such 
study, and, until they do, their conclusions can 
have no relevance to Governments deliberating on 
the virtues of an expansion of primary education in 
rural areas for future farmers. 


Rate-of-return analysis, it has been said, is bet- 
ter used as an ex post check on past investments, 
rather than as a guide to future ones. It does have 
advantages in detailing the implications of existing 
trends in the costs of education on the one hand 
and of earnings differentials on the other, and thus 
providing a basis for discussion of the equity issues 
involved in distributing costs between beneficiaries 
and the Government. It can also be used by educa- 
tional planners for exercises in sensitivity analysis, 
testing the effect of variation in certain cost factors. 


However, although those who are in favour of 
such a policy anyway may pragmatically welcome 
the rate-of-return analysts’ conclusion that a case 
exists for channelling educational investment to the 
primary level, it cannot be on those calculations that 
the case for such an educational policy rests. It 
must, rather, rest on the political choice of a 
development strategy which favours a wide spread 
of development efforts involving and benefiting the 
mass of the population, if only as an attempt to 
correct what are increasingly realized to be the un- 
fortunate side-effects (nowhere more unfortunate 


than in the educational field) of a strategy exclusive- 
ly concerned with the growth of the modern sector. 


(h) Quantity and quality 


Whether at the primary or at any other level, 
the attempt rapidly to expand the educational system 
inevitably leads to karsh choices. These choices 
have been particularly harsh in the rapid expansion 
of primary education in the last decades. In a 
country which had buildings and teachers available 
to give only four or five years’ education to each 
child in each age group, was it desirable to design 
from the very beginning a complete primary cycle 
of seven years in the full knowledge that only a 
small proportion of children would at first complete 
it? Was it better, in other words, to give some 
children a complete primary education and others 
none at all, letting progress consist in gradually ex- 
panding the proportions of the former at the ex- 
pense of the latter? Or was it better to design a 
four-year cycle which everyone could attend, and 
then expand by adding extra years to what was 
genuinely universal primary? In many countries, 
the practical form in which the question posed itself 
has been: is it better to add two extra years to a 
couple of village primary schools which at present 
have grades I-IV or to create a new four-grade 
school in a village which at present has no school 
at all? 


There is clearly a bottom limit below which 
the latter solution cannot be pushed. Numerous 
studies of the effectiveness of primary education?® 
suggest that four, or perhaps five years’ primary 
education is the minimum necessary to ensure that 
literacy and numeracy, once gained, are not later 
lost. Beyond that, however, the answers which 
different countries have given to the above ques- 
tions have varied, depending on a number of fac- 
tors: the degree of regional differences in levels of 
development, for instance, or the degree of egali- 
tarianism in government policies generally. How- 
ever, one factor which has prompted many Govern- 
ments to settle for a primary cycle a good deal 
longer than could actually be afforded in practice 
for every child has been the need to provide a bridge 
to secondary education, the content and level of 
which, (and consequently the number of years’ pre- 
paratory schooling for which), is much more de- 
termined by international standards. A common 
compromise solution adopted in many countries is 
to have a basic primary cycle of five or six grades 


18D. R. Gadgil, “Report of Investigation into the Problem of Lapse 
into Illiteracy in the Satara District”, Gokhale Institute of Politics and 
Economics, Poona, India, Publication No. 32, 1955; and J. M. Kapoor 
and P. Roy, “Retention of Literacy”, Council for Social Development, 
India International Centre, New Delhi 1970. 
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which it is intended to make truly universal, fol- 
lowed by another two to four grade cycle which is 
still part of the non-selective open access span, but 
intended to provide a bridge to secondary for a 
minority, 


There are other aspects of the quantity / quality 
problem, How far should class sizes be allowed to 
grow; how much is it permissible to get more 
children into school by economizing on buildings 
and equipment? Generally speaking, as the figures 
of table I-4-11 show, the supply of teachers has just 
about kept up with the supply of pupils, but this 
still leaves some countries, where the expansion in 
demand has been very great, with class sizes far 
beyond what anyone in the country considers, desir- 
able, 


In many countries, the supply of teachers has 
been maintained only by resort to large numbers of 


TABLE 1-4-11, 
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unqualified teachers, although it is probable (ac- 
cording to figures currently being compiled by 
UNESCO Asian Regional Office) that the propor- 
tion of teachers who are unqualified as shown in 
table I-4-12 has diminished. 


There has been little leeway, either, for im- 
provement in the supply of other things besides 
teachers which enhance the quality of education: 
text books, visual aids and other equipment. The 
pressure of teachers’ salaries expanding to provide 
the basic minimum response to increasing demand 
has kept expenditure on other things to a small 
proportion of total recurrent costs, as is shown in 
the last column of table I-4-13. The contrast be- 
tween the 14 per cent of the budget which Burma 
spends on items other than salaries in 1967, and 
Japan’s 46 per cent in 1968 is a sharp one. 


PUPIL-TEACHER RATIOS AT THE FIRST AND SECOND (GENERAL) 


LEVEL OF EDUCATION IN SELECTED ECAFE DEVELOPING COUNTRIES 
(number of pupils per teacher) 


Level 1980 JOSS 1960 1965 1969 
Afghanistan Ist 35 33 56 54 43 
2nd 1? 14 25 25 
Burma Ist 74 36 42 53 51 
2nd 33 29 29 40 32 
India. Ist 34 33 36 398 
2nd 25 25 28 29" 
Indonesia , Ist 59 49 39 42 40 
2nd 1? 16 17 1? 
Tran Ast 29 25 34 30 33 
2nd 1s 22 24 29 35 
Malaysia (West) , ist 32 32 29 28 339 
2nd 28 26 26° 
Pakistan Ist RS 36 39 40 43° 
2nd 26 25 25 27 30° 
Philippines Ist 51 38 36 31 30° 
2nd 29 45 37° 
Republic of Korea Ast 56 62 58 62 57° 
2nd 30 36 41 / 3? 40° 
Republic of VietNam Ist 5? 50 33 56 58° 
2nd 28 29 3? 39° 
Average ist 46.1 39.4 42.2 435 43.0 
2nd 24.8 26.0 263 312 S12 


Semve: UNESCO, ep. ay, table 39, 
* For 1964, 
® Por 1970, 
© Por 1968, 
* Bor 1967, 
* For 1966, 
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TABLE I-4-12. UNTRAINED OR UNQUALIFIED 
TEACHERS AS PERCENTAGE OF TOTAL 


Percentage of untrained teachers 


Couniry First level Second level 
(1963) (1962) 

mtebanistanin. a Wee 42 —_ 
Burma GAchvran tet, d+) a. > 34 14.4 (1961) 
Lididua.re lee 34 34.6 (1960) 
Indonesia. . y & 29 26.2 (1971) 
Malaysia (West) . ome me 21 (1964) a= 
Pakistan . . 5 ae 28 43.5 
Philippines a ec a 1.4 (1962) 1.0 (1960) 
Republic of Korea. ., — 8.6 (1960) 
Republic of Viet-Nam . . 60 -- 
Singapore Ake “i: 51 30.5 
Brvlanka line pele! sagt 33 (1962) a 
THELEN Uae kis eam a a 41 (1962) 36.0 (1961) 


Sources: For all the countries except Indonesia: UNESCO Re- 
gional Office for Education in Asia, Bulletin, Septem- 
ber 1966, pp. 117 and 123; for Indonesia: Ruth 
Darcesman, “Finance of Education”, Part II, Bulletin 
of Indonesian Economic Studies, March 1972, p. 45. 


(i) Pressures on the national budget 


Increasing secondary outputs have meant that 
in few countries is the shortage of teaching man- 
power in itself a bottleneck. The more serious 
constraint has been the lack of finance. Table 
I-4-13 shows for a number of Asian countries the 
size of public expenditure on education in relation 
to total public expenditure on the one hand and 
GNP on the other. The choice of only two years 
for the table conceals an over-all regular trend in 
nearly every country in the region (shown up in the 
regional aggregated figures of table I-4-14) for 
education to take a steadily growing share of the 
national income, although less so, of course, in those 
countries such as Pakistan and Thailand where the 
slower growth in enrolments helps to explain the 
figures of table I-4-13. 


The pressure on government revenues will 
inevitably grow. To start with, the size of the 
school age population is expected to grow by over 
30 per cent at primary level in the course of the 
next decade if the projections of table I-4-15 prove 
correct. If it is assumed that enrolment ratios will 
continue to increase at the rates projected in the 
Asian Model and that teachers’ salaries and other 
elements of unit costs will increase with rising levels 
of living, the growth of expenditure will take formid- 
able proportions. The global UNESCO estimates of 
the increase in the proportion of GNP which will 
have to be devoted to education are quite revealing 
in this context. These estimates, calculated for 
different rates of growth in GNP and separately for 
each of the three groups of countries (least, medium 
and most developed), are shown in table I-4-16. 


The increases, particularly for lower-growth 
countries, are of formidable proportions. If the 
whole of the additional burden is to fall on public 
expenditure, the pressure on government revenues 
will be considerable. Such expenditure will, more- 
over, be open to mounting criticism if secondary 
and higher education takes a large and increasing 
share of that expenditure and if the products of that 
education turn out to be not productive members 
of the society, but frustrated and discontented un- 
employed. 


Hence the importance of examining in some 
detail the methods of financing the expenditure on 
education. The topic will be discussed again in the 
next chapter in the context of equity considerations 
and in chapter VII in the review of measures to 
control the quantitative growth of the educational 
system. 


TABLE I-4-13. PUBLIC EXPENDITURE ON EDUCATION AROUND 1964 AND 1967 

Recurring Capital sas j 

Paap 28 Der centage ee eee tee eereaniage dc repeatage  Peteetene 

expenditure of total of total of recurring 

expenditure expenditure ‘*Penditure 
B Sillek Maeet ene gl O64 2.2 12.0 96.6 3.4 83.1 
ae 1967 3.0 16.8 94.0 6.0 86.2 
lfaneay thie) Gece ve. 1964 3.6 10.0 92.4 7.6 Hee 
1967 2.4 6.2 94.9 5.1 81.5 
i i ee Tee | 1964 3.8 Bae 85.5 14.5 76.9 
Malaysia OV eth) 1967 5.0 14.6 88.6 11.4 76.1 
Pakist RE eed ALR, WN 1964 L5 6.5 96.8 SZ 87.2 
peng 1967 1.3 a Ae LS 89.5 
eae a tons 1.8 17.2 90.2 9.8 77.8 
Beppe Kore 1968 3.6 ive 81.8 18.2 78.0 
i iet- oy REL: 1964 ye Ey 98.4 1.6 83.7 
Republic of Viet-Nam ie 4 a 213 * ae 
i Ay ees 1964 2.9 19.8 9.1 20.9 89.8 
ae eer k(n" 1966 2.5 14.9 79.4 20.6 78.8 
Japan att Pees Re 1964 45 22.6 76.3 23.7 58.1 
1968 4.0 20.8 75.5 24.5 54.3 


Source: UNESCO, op. cit., table 43. 
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TABLE I-4-14. ESTeMATED PUBLIC EXPENDITURE (j) The self-reinforcing nature of expansion at the 
ON EDUCATION, TOTAL AND per capita IN THE upper levels f 
REGION, 1960, 1965 AND 1968 


(IN CURRENT PRICES) The self-reinforcing nature of expansion at the — 


upper levels is an additional factor not fully taken 


Per capital (in $US) into account in the Asian Model which is ‘likely to 
Year (in mittion ores Of total intensify the private demand for higher levels of 
$US population re education, i.e. the process of qualification escalation 
outlined in general terms in chapter II: the ten- 
oo Sener e Di fies ic nha = ae dency for anyone who has once conceived the am- © 
fetal hella Cea ; avi) ois Pe bition of getting a modern sector non-manual job, 


and who finds himself unable to get such a job on 
Source: UNESCO, op. cit, table 11, graduating from any particular stage of education, 
to press on to the next higher level, and the comple- 

mentary tendency of employers to upgrade their © 

TABLE I-4-15. EsTIMATED SCHOOL-AGE qualification requirements over time. There were — 
POPULATION AND TOTAL POPULATION many jobs for which an Indian employer would — 
1970-1975-1980 have employed an engineering technician in the © 

1950s. By the early 1960s, he could find graduate | 
engineers applying for the similar post. Once it — 


(in thousands) 


connie 1970 1975 1980 becomes established that a degree is necessary for i 

a given post the mere intermediate qualification — 

Group A becomes less useful and every would-be employee — 
6-12 5,500 (100) 6,483 (116.8) 7,610 (137.1) presses on to the degree level. As more unemploy- — 
13-21 5,796 (100) 6,456 (111.4) 7,302 (126.0) ; 


ed university graduates react to their unemployment 


Group B : > 
6-12 161,403 (100) 191,662 (118.8) 225,625 (139.8) by going on to the master’s degree level, and as 
13-21 166,153 (100) 188,530 (113.5) 217,024 (130.6) they in turn come into over-supply, the employers 
Group C may find these master’s-degree holders applying for 
6-12 28,627 (100) 31,446 (109.8) 35,454 (123.8) is jobs, and hence the process repeats itself, with © 
13-21 28,192 (100) 33,602 (119.2) 37,792 (134.0) teal lg P P é ; 


the MScs driving out the BScs and those among the > 
increasing ranks of MScs who fail to get a job being © 


Source: Population Division, United Nations, quoted in 


UNESCO, Development of Education in the Asian forced to press on to the doctoral level. ; 

Region (MINEDAS/3, 1971), p. 45. 

Note: Group A countries: Afghanistan, Laos, Nepal. : 
Group B countries: Burma, India, Indonesia, Iran, <1 ; | 

Khmer Republic, Mongolia, Pakistan, Republic of There pe countervailing factors which we 2 

Vict-Nam. temporarily to brake this process: the employers’ 

Group C countries: Malaysia, Philippines, Republic of fears of having discontented, overtrained employees | 


ie Tags so Nash Nc aale on his hands with excessive salary expectations and, 


as was suggested earlier, “world norms” of a 
“proper” schedule of correspondences between 
education on a job. However, historical experience - 
suggests that. there are lag problems. It was 
probably not thought likely that the first Japanese 
i a So ae ee ee, et a graduates in the late 1920s who had to settle down 
Group A to a job as a bank teller could be other than dis- 


TABLE I-4-16. TOTAL EDUCATIONAL COSTS 
AS PERCENTAGE OF GNP 


1970 1975 1980 


Se — — at : per cent — 2.41 contented, but gradually bank telling was absorbed 

GNP annual growth at 5 per cent = 1.57 2.25 34 > “ 29 

GNP annual growth at 6 per cent B; 2.11 2.82 into the schedule of correspondences as . gr aduate J 
GNP annual growth at7 per cent 1.51 1.97 2.52 job and discontent was diminished. This process 

Group B is aided by the fact that, as secondary and higher 
ae —— — at : per cent eH ~~ sete institutions of education multiply in number, the 
3 annual growth at 5 per cent R 4. 2 . . . : 
GNP annual growth at 6 per cent 3.61 4.18 4.70 quality of their output declines, both because of a 
GNP annual growth at 7 per cent 3.54 3.91 4.20 declining quality in the teaching, and probably also 

Group C in the average ability levels of the student intake. 
GNP annual growth at 4 per cent. 4.27 4.69 3.15 Hence, it might well be that the average level of 
GNP annual growth at 5 per cent 4.19 4.39 4.59 


competence and intellectual sophistication of the 
Source: UNESCO, Development of Education in the Asian MSc Seer of the 1970s = not much higher than 
Region (MINEDAS/3, 1971), p. 59. that of the engineering technician of the 1950s. 
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The process has been generally observed in 
the history of the now developed countries: it just 
happens to be moving at a faster pace in the now 
developing countries of ECAFE because the rates of 
expansion of enrolments are now at historically un- 
precedented levels. The foreshortening of the pro- 
cess can be guessed from the figures quoted in 
table I-2-11 which showed that, in both the Philip- 
pines and the Republic of Korea, clerical workers 
are a good deal’more highly educated than adminis- 
trative workers. Apart from those administrative 
workers who are small workshop proprietors, a large 
part of the explanation for these figures must lie in 
age differences —- the administrative workers are 
older and when they entered their job at the clerk 
level it was with much less schooling behind them 
than the present younger generation of clerks. 


For one particular profession in the public 
sector, table I-4-17 shows how a number of coun- 
tries have over the last decade or so raised the 
minimal requirements of general education for entry 
into primary teacher training. 


The rate at which the process takes place varies 
from country to country. It obviously is much 
faster in countries like the Philippines where the 
demand for education even at the tertiary level is 
rapidly met by private universities, unlike in Thai- 
land where only public universities are permitted 
and the expansion of enrolments is controlled. 
Even if it is only through political pressures to ex- 
pand public education that private demand can 
make itself felt, that pressure can be considerable, 
as the rates of growth of higher education in India 
in the last decade (table I[-4-6) already exemplify. 


There is one consoling factor about this pros- 
pect for an accelerating tempo of expansion. 
Education is the most labour-intensive industry. 
The investment cost per job created (especially if 


one can put a good deal of expansion into the 
primary level) is small. For this reason, and also 
because of the temporary relief afforded by the 
absorption of more students, expansion may be 
welcomed as a solution to the educated unemploy- 
ment problem, as it has been in Iran where the 
fourth national development plan favours the rapid 
expansion of education at all levels explicitly for 
the purpose of relieving the pressure on the labour 
market.*° However, the question remains whether 
it is the most productive way of investing in the 
creation of new jobs, a question with which the 
next two chapters will deal. 


TABLE I-4-17. MINIMAL REQUIREMENTS IN 
GENERAL EDUCATION FOR ENTRY INTO 
PRIMARY TEACHER TRAINING 


Minimal requirements 


wus Arend Chenee ) 

(1) (2) (3) 
Afghanistane +2 | i) cei ee 9 12 +3 
Butiido gs fs aia 7 10 +3 
Indigiw Fs ee oe oe Oraae: = kor Td 0 
Indonesia fe, Ae 6 9 +-3 
tC re ar) ree 12 12 0 
Khmer Republic. . . . 6 12 +6 
EGOS ss) ee ee neen) Ss 6 6 0 
MMalaveid: . col din & on ae 11 11 0 
Menai an 3 Grace ae 10* 8 —2 
Pasistan >.) 20h) te 10* 10 0 
Biulippinees.. = lc. eotkes 10 10 0 
Republic of Korea . . . 9 12 +3 
Republic of Viet-Nam . . 10 11 +1 
Sr Lanks |) 34 aG 7 aes 10 10 0 
Whatlaady; wr vo atsli sina 10 10 0 


Source: Teacher Education in Asia, op. cit.; 1958/59 = table 3; 
around 1970 = table 5. 
* Exclusive of rural areas. 


29 Government of Iran, Fourth National Development Plan, 1968- 


1972 (Plan Organization, Tehran, 1968), p. 69. 
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Chapter V 


STRUCTURING THE FLOW OF WORKERS INTO THE MODERN SECTOR 


Schools prepare pupils for their subsequent 
working life, but school systems also select and 
sort: they divide each age group into those with 
certificates and those without; those with high grades 
and those with low; those who are permitted to enter 
higher education and those who are denied admis- 
sion. How each child comes out of the sorting 
process depends in all societies on a mix of two 
elements, with the mixture varying greatly from 
society to society. The first is his parents’ ability 
to buy him educational opportunity. The second is 
his own ability to learn and to show that he has 
learnt. 


Apart from such functions as enrichment of the 
personalities of their pupils and transmission of the 
culture and norms of the previous generation, the 
schools’ need to combine and to try to make com- 
patible its two functions of teaching and testing is 
the source of the greatest ambiguity and confusion. 


Those professionally engaged in education 
naturally stress the teaching rather than the testing 
function, both because it gives the greater im- 
portance to the teaching role and because of the 
egalitarianism which is embodied: generally, in the 
international intellectual consensus of the late 
twentieth century, and, specifically, in the ethics of 
the teaching profession which require a teacher to 
teach all his pupils alike. It offends against these 
egalitarian instincts to admit either that human 
beings differ greatly in their (if not wholly innate, 
at least by adolescence inherent) abilities, or that 
the abilities in which they differ should have social 
importance. Thus, the Faure Commission predicts 
that the day will come when the egalitarian instincts 
will win, and the need to make such admissions will 
pass away. “It is usually” its report concedes, “in 
society’s interest to select its most capable members 
for performing difficult or responsible tasks,’ but 
this “narrow conception of human capacities and of, 
the relationship between the individual and society 
can and must — and, at any rate, will — be 
superseded.”? However, it goes on to add that 
this “narrow conception” still has “validity in coun- 
tries where urgent needs for trained executives in 
the economy and administration lead to meritocratic 
process of selection. This appears all the more 


? UNESCO, Learning To Be, p. 76. 


justified when it is the only way to block nepotism 
or favouritism.’ 


Which of the two functions of the school is the 
more important for the economy — as a training 
ground or as a meritocratic apparatus for screening 
human talent? Does a man who has a first class 
degree in mathematics or law make a good develop- 
ment administrator because of his educational ex- 
perience in the university, or because the qualities 
which made him excel at the university also make 
him excel in his subsequent job? As was made 
clear in the last chapter, the answer must be: for 
both reasons, but by how much the importance of 
the second mechanism outweighs the first (if indeed 
it does) can hardly be accurately measured and in 
any case must differ from society to society. Here, 
as a prelude to a detailed examination of the 
mechanisms of selection in the Asian region and 
the policies regarding them, all that is necessary is 
to establish that (i) all school systems do select, 
(ii) it is the schools’ selection mechanisms which 
are overwhelmingly important in structuring the 
flow of each cohort of labour force entrants into 
modern sector jobs, (iii) in nearly every country 
the ideal is that the selection process should be 
meritocratic, but (iv) other factors, notably parental 
wealth, affect it. 


(a) The pattern of selection 


Table I-5-1 gives a very rough idea for a 
number of Asian countries of one crucial aspect of 
the selection process, which takes place within the 
general education system. Table I-5-2 supplements 
this with age/enrolment data which show more 
accurately for two countries how cohorts flow 
through the various levels of the school system. 


There are two ways of looking at these figures. 
They can be seen as a measure of the extent of 
wastage and drop-out in the school system. This 
implies that the norm is for every child to complete 
primary or to complete secondary. It leads to the 
devising of measures of “internal efficiency” for 
school systems in terms of the total number of pupil- 
years of school attendance necessary to produce one 
complete graduate at Grade VI or at Grade X. 


2 Ibid. 
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Alternatively, it can be looked at in the follow- 
ing terms. Graduation from the higher levels of 
education is normally considered to provide an entry 
into certain jobs which are in short supply. As the 
final figures in the “cohort retention” row indicate, 
every school system in Asia manages to perform the 
socially necessary task of cutting down the propor- 
tion of each age group which reaches these levels to 
less than 20 per cent, although the means of doing 
so (and the relevant levels in Grade terms) vary 
from country to country. 


The two views are not entirely incompatible. 
If it is true that four years of primary education are 
generally necessary even for the average child’s 
acquisition of literacy and numeracy to be retained 
into adult life, then clearly the evaluative overtones 
of the word “wastage” are quite accurate to describe 
the situation in Burma in 1960-1964 when only 18 
per cent of the children beginning primary school 
reached the fourth year (although it is hard to give 


credence to these figures.) Similarly, curriculum 
planners might believe that it is only in the seventh 
year of their primary course that the investment of 
the previous years in the teaching of history and 
social studies pays off in a relatively mature sense 
of citizenship, and that every child should receive 
these full seven years of education. 


Clearly, there are many of the expected out- 
comes of education to which these mechanisms do 
not apply, but, insofar as these mechanisms are 
important, even if one takes the “necessary pruning 
down of the age group” approach, the method of 
doing the pruning should be much affected. Instead 
of having children gradually drop out of the school 
system until, say, only 15 per cent are left in Grade 
XI, one should seek to keep them for a fixed span, 
and then use deliberate selection methods at the end 
of that span to cut down the numbers proceeding 
to the next cycle. 


TABLE I-5-2. Two EXAMPLES OF AGE SPECIFIC ENROLMENT RATIOS BY 


LEVELS OF EDUCATION 
(percentages) 


India, 1965/66 


as Total® 1st level poses 
5 34 34 —_ 
[Ween caecs eee 64 64 0.0 
Vesey lay € 70 70 0.0 
8 64 63 0.4 
Shee | SRM pee ee 56 54 2 
10 oy eee 49 41 8 
il Ty a 42 28 15 
12 37 16 20 
13 32 9 23 
14 26 4 22 
15 20 1.8 18 
16 14 0.7 13) 
17 8 0.3 8 
18 5 0.1 4 
19 2 0.0 2 
20 1.0 0.0 1.0 
21 

22 

23 

24 


3rd level> Totale 


Republic of Korea, 1970/71 


1st level 2nd level 3rd level 


—_— 95 5) — — 
— 100 100 — — 
_— 104 104 _ —_ 
_— 99 99 — —_— 
— 96 93 4 — 
— 58 40 18 _ 
0.0 58 13 45 _ 
0.4 52 3 49 0.0 
1.1 46 0.3 46 0.0 
1.2 36 — 36 0.5 
£3 29 — 28 0.9 
3 20 — 18 2 
3 10 — 5 5 
3 8 _— ¥2 6 
2 ae _ 6 
1.4 45 — 5 
1.0 aes _ 3 
0.7 tere — 2 


Source: UNESCO, Progress of Education in the Asian Region, Statistical Supplement, table 30. 


® Refers to the first level and to general education at the second level. 


> Data refer to school year 1964/65. 


© Refers to pre-school, first, second and third levels of education. 


4 Including children under 6 years of age. 
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In practice, as table I-5-1 shows, there is indeed 
a difference between countries. In some, the cohort 
is whittled away piecemeal, in others, it diminishes 
more between than within cycles, i.e. profile A rather 
than profile B. 


Two factors seem chiefly to determine which 
patterns the countries of table I-5-1 exhibit, of 
which the first is a policy variable, i.e., whether the 
schools use grade promotion examinations or practise 
automatic promotion within each cycle. Where 
children are promoted from grade to grade within 
primary only after satisfactory performance in a 
promotion test, the drop-out rate is likely to be 
high at each grade level. Children can repeat the 
previous year, but this is itself a discouraging re- 
quirement. As numerous studies have shown,’ 
children who have repeated more than one of their 
first few years in school rarely persevere. However, 
drop-out levels within primary are much lower in 
such countries as Malaysia (West) and the Republic 
of Korea where automatic promotion is practised. 


There is a parallel difference in the transition 
to secondary. Whvre, as in India or Sri Lanka, 
grade promotion tests are used and only about a 
third of the age group survive to the end of the 
open access span (Grade V in India, Grade VIII in 
Sri Lanka), a high proportion of children who do 
survive pass on into the next cycle of education (85 
per cent and 88 per cent respectively). Where, on 
the other hand, automatic promotion brings a high 
proportion of children to the end of the open access 
span (85 per cent in Malaysia to the end of Grade 
VI, 89 per cent in the Republic of Korea), the 
proportions passing to the next cycle vend to be 
lower (67 per cent in Malaysia (West), 56 per cent 
in the Republic of Korea), either because of stiffer 


3 See, for example, Bulletin of the UNESCO Regional Office for 
Education in Asia, vol. V, No. 1, Sept. 1970; M. B. Levy, “Determin- 
ants of primary school dropouts in developing countries”, Compara- 
tive Education Review, XV, i, Feb. 1971; John Oxenhan, “A critical 
review of the literature pertaining to drop-out in the rural primary 
schools of developing countries”, Harvard Center for Studies in Educa- 
tion and Development, mimeo., 1971. 
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tests or the local inavailability of schools, or because 
the first cycle is genuinely accepted by some pupils 
and their parents as a complete and useful “terminal” 
education. 


Automatic promotion is frequently recommend- 
ed by educational commissions. It is not accidental, 
however, that automatic promotion is practised in 
some ECAFE countries with higher levels of GNP 
per capita. Where it is already taken for granted 
that every child goes to school, children are likely 
to attend regularly. Where, however, as in many 
other Asian countries, school attendance is still not 
a taken-for-granted institutionalized habit but a 
matter of day-to-day decision, attendance is 
frequently irregular, the difference in achievement 
between children is thereby greater (differences in 
ability being overlaid by differential regularity of 
attendance) and the difficulties which the teacher 
faces in dealing with a large group of mixed-ability 
children (difficulties which increase considerably 
beyond Grades V or VI) are thereby magnified. 


The other important dimension of difference 
between school systems lies the extent to which 
survival in the system — whether within the cycles 
or between cycles — depends on the ability to pass 
promotion examinations rather than parents’ financial 
ability to keep children at school. 


(b) Specialization selection 


The crude figures of proportions surviving in 
the system at each grade of schooling tell only half 
the story of how schools structure the flow of en- 
trants into the modern sector. Within that 10 per 
cent of the age group in Pakistan, 30 per cent in 
Sri Lanka, who are still in school in the [Xth grade, 
some are in science courses which will bring them 
almost certain employment as an engineer with a 
high and quickly-rising salary and easy prospects of 
joining the brain-drain if things become too difficult 
at home; others are in arts and humanities which 
will lead only to a one-in-three chance of getting an 


Profile B 
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administrative job, and that at rather lower salary 
levels; yet others may be on tracks which lead to a 
relatively humble job as a factory laboratory techni- 
cian. Figure I-5-1 shows the specialization pattern 
in three Asian countries. 


The ostensible principle of most public educa- 
_ tion systems which have differentiated streams is 
that pupils are allocated to their appropriate streams 
according to their aptitudes and abilities. Streams 
simply differ in their appropriateness for different 
abilities; there is no question of some being more 
worthy than others. In practice, of course, speciali- 
zation is always hierarchization, and everyone is 
aware which are the inferior and which the superior 
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streams. Moreover, in practice, aptitudes rarely 
count in allocating children between streams. The 
mechanisms at work are fairly simple. The employ- 
ment/unemployment probabilities and the likely 
salaries of the jobs which await the graduates of 
each stream are fairly well known. Streams which 
offer the most desirable prospects have the largest 
number of applicants and can select from among 
them those with the highest ability as measured in 
achievement tests or, in the case of private educa- 
tional establishments run for profit, those best able 
to pay. Those who fail the screening test for the 
most desirable streams drop to the next most 
desiable, and so on down the line. 


FIGURE I-5-1. SPECIALIZATION PATTERN IN THREE ASIAN COUNTRIES 
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FIGURE I-5-1. (continued) 
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FIGURE I-5-1. (continued) 
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A concrete example is the system of Sri Lanka: 
a test at the end of Grade VIII divides pupils into 
three broad groups. Group I enter the science 
stream of Grade IX of a central secondary school. 
Eventually the best academic performers in this 
stream will enter the engineering and medical de- 
partments of the University. Group II consists of 
the children in the next segment of the ability 
spectrum who are admitted to the arts and com- 
mercial streams of the same central schools. The 
third group, the least able in terms of their Grade 
VIII promotion test performance, are denied en- 
trance to the central secondary schools at all; they 
may be accepted for a secondary course at inferior 
schools, which are little more than built-on exten- 
sions of junior schools, or drop out of the school 
system altogether. 


In some systems, notably until recently in the 
Republic of Korea, but also to a lesser extent in 
India, there is a more finely graded ability-streaming 
process of selection at work within the general 
education sector. Some secondary schools (usually 
older elite schools) acquire a high reputation be- 
cause a higher than average proportion of their 
products achieve later examination success by get- 
ting into the elite departments of elite universities. 
Pupils flock to these secondary schools in far 
greater numbers than can be admitted. If, at that 
point, the decision is taken that the only fair way 
to ration entrance to these schools is by competitive 
examination, a spiral process is set up. Entrance 
examinations cream off the best talent. As a result 
of the creaming process, the success record of the 
graduates further improves, the school’s reputation 
is further enhanced, and the number of applicants 
for admission further increases, with the result that 
the creaming-off process provides a pupil body of 
even more concentrated talent, the success record 
of graduates becomes even more spectacular, and so 
on. After some years of this process, a whole set 
of secondary schools in a large city can become 
firmly ranked in pecking order, each with quite 
ability-homogeneous sets of pupils drawn from a 
narrow segment of the academic ability range, and 
with the secondary schools at the bottom of the 
hierarchy being plagued by a totally dispiriting sense 
of their pupils’ failure. 


These patterns, repeated with minor variations 
in the school system of most developing ECAFE 
countries, have the advantage of appearing fair and 
legitimate. Those who have the highest marks 
“deserve” to win in the competition to get on track 
to the best paid jobs. Implicit in them, however, 
are a number of policy problems and _ policy 
alternatives: 
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(i) At what point and how definitively to 
specialize? 


(ii) How to decide the optimum size of 
different streams, and how to enforce these 
optima in the face of constant pressure 
from teachers, pupils and parents to ex- 
pand the streams which lead to the most 
coveted jobs? 


(iii) Whether or not to leave the distribution 
of talent as between streams to the play 
of market forces, as just described, or to 
seek to alter it to conform to the priorities 
of development policy. 


(c) At what point to specialize? 


Two types of specialization pose different 
problems. The first is between general academic 
streams which can lead to university entrance, and 
vocational (technical, commercial, and teacher 
training) streams, entry into which normally pre- 
cludes progress to a university. The second is 
specialization within the general academic stream as 
between science and arts. 


The second policy issue can be dealt with 
briefly. It arouses a good deal less passion. Un- 
doubtedly, the days of the “academic”, “humanist” 
bias when the ablest students were channelled into 
the arts faculties which led to the more gentlemanly 
pursuits of law and administration are largely past 
in contemporary Asia. Economic development 
needs apart, it is the science-based professions which 
have offered the most attractive (and the most 
certain) employment opportunities. Even if he 
does not enter a professional stream, a graduate in 
pure science has better opportunities for employ- 
ment, as a teacher or in industry, than an arts 
graduate. 


Nevertheless these are marginal differences 
compared with the difference between getting to the 
university and not getting there at all. Hence, al- 
though the private demand for expansion of science 
education in secondary schools may be considerable 
in some countries, this is not a matter of over- 
whelming concern. Children who failed to get into 
the science stream may well be’ finding the 
mathematics difficult anyway; their parents are con- 
soled by the fact that their children are still on 
track for a graduate job, even if it will not be in 
one of the most aspired-to professions. In the 
absence of social pressures, therefore, specialization 
practices are generally left to be determined by 
what are known as educational considerations, e.g. 
the amount of general education necessary for all 
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members of the graduate elite, the degree of 
maturity necessary before there can be adequate 
diagnosis of a pupil’s potential, the “demands of 
the subject” and the extent to which full eventual 
mastery requires early specialization. In practice, 
there are considerable differences between coun- 
tries, but the general pattern seems to conform, by 
and large, to that of the metropolitan country on 
which the system was originally modelled. There 
is little evidence that the question has been asked: 
can a poor country afford to spend as much on 
them as the rich countries, delaying the beginning of 
specialization in order to prolong general education 
for as long as period? Or is this an objective 
which should be sacrificed somewhat in the interests 
of a cheaper production of competent specialists? 
Or are there, in the form of continuation classes 
stretching beyond the university into working life, 
perhaps, other and cheaper means of achieving that 
objective? 


The other aspect of selection is a more con- 
troversial issue. The bright children in rural primary 
schools who are encouraged to think that they will 
get into the modern sector have a clear idea of the 
shape of the educational pyramid and they want to 
get to the top of it. That being so, few children 
voluntarily choose to go to a vocational secondary 
school rather than into the academic secondary 
streams. Those who do are usually “relegated” to 
them because they did not score enough marks to 
get into the academic stream. They are frequently 
resentful of their fate and seek to reverse it by 
getting back into the academic stream. A recent 
study of agricultural secondary schools in the 
Philippines found that a quarter of the students were 
using the school as a second-best method of getting 
to a college; less than a half of them did enter 
agricultural occupations, and the bulk of the re- 
mainder went on to further studies:* 


One response to these problems is the com- 
prehensive school. The Philippines Presidential 
Commission has urged the reorganization of 
secondary schools into comprehensive schools with 
a common core programme for the first three years 
and streaming into vocational and academic streams 
for the last two.° 


India tried “multipurpose” schools in 1952, 
but the scheme was later “abandoned half-way after 
much infructuous expenditure”’.® | However, the 


4 Gelia T. Castillo, “Education for Agriculture’, Malayan Economic 
Review, Oct. 1971, pp. 172-193. 

5 Government of the Philippines, Education for National Develop- 
ment: New Patterns, New Directions, Educational Survey Report, 
1970, pp. 78-79. 

®L. S, Shandrakant, Polytechnic Education in India, Yaraporeyala, 
Bombay, 1971, p. 73. 


multipurpose school is still the norm in Nepal whose 
fourth plan (1970-1975) provides for a strengthen- 
ing of the existing 29 multipurpose schools as well 
as the building of additional ones. Thailand also 
began a programme of comprehensive high schools 
with Canadian technical assistance in 1965. 


The adoption of a “comprehensive system”, 
however, can mean several things. (i) A postpone- 
ment of the point of specialization, i.e. an extension 
of the open access span of non-selective education. 
The recent reform of the Sri Lanka school system 
extends this span from eight to nine years; so in 
effect does the first three years of the proposed 
Philippine comprehensive school. Malaysia (West) 
and the Republic of Korea are likewise proposing 
to extend the open access span to nine years by 
making junior secondary schools part of universal 
compulsory education. (ii) A comprehensive 
school can sometimes serve to make specialization 
less definitive, keeping options open for the transfer 
of “late developers” from stream to stream. (iii) 
It can simply consist of the housing under one roof 
of specialized streams which are just as definitively 
divided as if they were in separate buildings. The 
advantage lies in the hope that the sharing of com- 
mon facilities, a common social life and perhaps 
some common general education courses will 
diminish the resentment of those who have been 
relegated to “inferior” streams, and the smugness 
of those who are elected for the elite streams, thus 
having fewer socially divisive effects. If children 
destined for very different social positions go to the 
same school until late adolescence, it is held, the 
result should be a more integrated society. 


It is not always clear from government policy 
pronouncements which of these three purposes com- 
prehensive svstems are primarily designed to serve. 


(d) The optimum size of streams 


The last chapter discussed the manpower 
planners’ approach in determining the optimal 
balance between different broad levels of education 
and concluded that their techniques had little to 
offer. 


However, manpower planners had somewhat 
better success in planning for specific professional 
skills, such as engineering, medicine, teaching and 
veterinary science. The expansion of university 
professional departments in several -countries has 
been regulated according to regular forecasts of the 
likely demand for the relevant skills, although the 
accuracy of the forecasts has often left much to be 
desired, as when India found itself with 50,000 un- 
employed engineers on its hands almost immediately 
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after completing its programme of building new 
institutes of technology, Nor have manpower plan- 
ners devised any means of ensuring that those who 
are trained as dentists actually take up dentistry, 
nor that they remain content to do so in their own 
country, 


In dealing with the arts faculties of universities, 
even the most contident planners are more tentative 
in their prescriptions, the potential occupational 
destinations of graduates are much more diverse, 
and the adjustment process in situations of educated 
unemployment, whereby the qualification require- 
ments of jobs are gradually upgraded, is not easily 
predictable. Even if they were precise in their fore- 
casts, however, the political task of regulating ex- 
pansion according to prescribed plans is too difficult 
for most Governments, If there is a thriving private 
sector of education, as in the Philippines, general 
education (the cheapest form to provide and the 
one most easily adaptable to modest levels of in- 
telligence) will expand fastest. In the public sector, 
too, it is the easiest branch to expand in response to 
public clamour for more university places, As a 
consequence, almost universally it is the humanities, 
social sciences, fine arts and natural science graduates 
who predominate in the ranks of the educated un- 
employed. 


Tables I-5-3, I-5-4 and I-5-5 give an indication 
of the changes over time in the patterns of speciali- 
zation in the countries of the Asian region, The 
diminishing weight of teacher education in table 
I-S-3 is largely explained by the upgrading of teacher 
training to the tertiary level, as shown in table I-5-5, 
The relative decline in medicine, in some countries 


TABLE 1-5-5. ENROLMENT AT THIRD LEVBL BY TYPES OF BDUCATION, 1955-1968 
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also in engineering and agriculture, is only a relative 
decline, not a decline in absolute numbers; it reflects 
partly the greater efficiency of manpower planners’ 
control over these branches of study, partly the 
greater cost of expanding professional education, 
particularly medical education, 


TABLE 1-5-3, PBRCENTAGE DISTRIBUTION OF 
BNROLMENT IN SECOND-LEVEL EDUCATION BY 
TYPES OF EDUCATION IN THE ECAFE R&GION 

1980 poss 1960 1965 1969 
General’... OST” OTR OSS. SS ore 
Vocational /teehnical 4.9 6.0 5.2 5.6 4,9 
Teacher training 2.0 2.8 0° 
Sowers UNESCO, op. off, table 3, 

TABLE I-5-4, ENROLMENT IN VOCATIONAL AND 


TECHNICAL SECONDARY SCHOOLS AS A PERCENTAGE 
OF SECONDARY ENROLMENT 


1980 108s 1960 1968 1969 

Afghanistan, S29" as 23,4 12.6 64° 
Burma oe 0.5 O8 0.9 0.6 
India. ca 2.7 2.9 2.8 3a Sek 
Indonesia. 13.0" 15.0 23.7 22.7 8 §=20.5 
WON Ty ts con Ye 3.2 3.0 25 
Khmer Republic . 148 ee 43 6.6 wis 
LAME ee GX — 10.8 8.2 14.6 12.8 
Malaysia (West) , 64 7 5.0 2.6 40° 
Mongolia. .. KA xn 58 5 102 
Nepal... ve war 0,08 8.6 ves 
Pakistan. ; 0.7 0.9 0.8 0.7 0.8" 
Philippines. 6.3 74 84 64 st 
Republic of Korea Wl 157 a3 16.3 15.6" 
Republic of VietNam 1.3 3a 2.0 5.0 2.2 
Singapore Rant are NER ee atk 
Sri Lanka... 2.5* 13° 0,9 0.6 2.2 
Thailand... nn 29.2 23.2 20.1 23.7% 
Sone: UNESCO, op, eit, table 23, 

S295) * 1968, 

® 1970, * 1952, 

© 1961, * 1956, 


(in percentages) 

Nemanities Saweation ine arts Law TS oo Medion! aericutture ocala 
Afghanistan 2 2. (a) 11.2 se - 22:5 118 18.1 34 21.3 2.8 ue 
(b) 22.0 13.8 a 7.8 8&5 87 15.4 16.6 RI _ 
Suma Hw sc RD 33.4 2.0 a 37 wae 42.6 54 112 1.0 =_ 
(b) 40.3 38 me 14 96 22.5 8.5 11.6 23 _ 
toma eS vy ye 735 2.8 A 4.6 6° wen 45 5.7 1? 02 
(b) 67.7 3.0 vs 33 &l cus 8.2 62 2.8 0.6 
Indonesia. 2 2... (a) 2.2 5.2 oo 28.7 21.2 60 143 2041 23 _ 
(b) 0.6 23.2 2.8 197 21.0 3.6 9.6 8.6 4.6 63 
Trak sx. Goes 6 5 Ae) 26.9 vAN 2.9 17,5 - 64 5.6 36.3 44 — 
(b) 22.6 2,9 4.0 38 20.6 115 14.8 15.6 42 — 
Philippines 2... (a) 13.2 15.9 2.4 7.4 29.0 07 13.8 16.0 16 _ 
(b) 2. 38.9 04 2 31.3 O8 44 4.6 45 06 
Republic of Korea 2. (a) 219 Ll 2.0 13.0 22.0 10.9 x $3 Wat _ 
(b) 11.8 12.2 4 3.6 17.6 8.2 25.3 91 Sl _ 
Sn taake ses yc 36.6 2.2 ms 13 _ Wa Sa 32.7 13 24 
(b) 69.2 1.5 - 0.5 4.9 5.7 4.0 eR) il 1? 
SOMOS kn ak COD 1.8 5.7 1.6 26.4 45.9 5.4 4.0 65 27 _ 
(b) 6.6 19.4 7 Hs = A a ae 7 ay 

Weighted average 6. (a 45.8 6.4 qi 8. 6. ‘ N a 
on ( ; 39.1 14,7 08 4 165 Ls 10m) 67 39 09 


Sonree: UNESCO, op. ait, table 25. 
Notes: (a) 1954, 1955 or 1956, 
(b) 1965, 1966 or 1968. 
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(e) Vocational secondary education 


The figures of table I-5-3 are shown by table 
I-5-4 to aggregate a widely different pattern in 
different countries. It is worth remarking that table 
I-5-3 shows no notable increase in the proportions 
of pupils in vocational and technical streams at 
secondary level. Many would deplore this. Observ- 
ing that arts and social science university graduates 
and general education secondary graduates pre- 
dominate among the unemployed, some would draw 
the simple conclusion that the need is to switch the 
emphasis to technical and vocational education, in 
order to correct the “academic bias” of traditional 
education. Acting on this assumption, almost every 
country in the ECAFE region embarked in the last 
decade on the establishment of vocational schools 
for middle-level personnel which were liberally aided 
by foreign Governments and foundations. The 
results have generally been disappointing. 


Some believe that the aim of these ventures 
was well conceived and that the disappointment 
comes from poor performance. Organizationally, 
it is said, the vocational schools have tended to 
copy the methods of general education institutions. 
Much money has been wasted on functionally un- 
suitable plant and facilities. Obsolescence of both 
equipment and teachers has been rapid. The prac- 
tical training received by students has been out of 
step with the needs of industry. Links with domes- 
tic industry are poor and ineffective as the require- 
ments of each industry are different and standardiza- 
tion of work has not yet been achieved. Some of 
them have been only half-heartedly vocational. 
Responding to their pupils’ desire to keep open the 
option of higher education, the curriculum has con- 
tained large elements of general academic education, 
with sometimes as little as 15 to 20 per cent devoted 
to vocational subjects proper. 


From all this, the lesson is sometimes drawn 
that the solution is to go on building vocational 
schools and training institutes, but to make them 
better schools and institutions. 


Thus, a resolution of the most recent meeting 
of the Conference of Ministers of Education and 
Those Responsible for Economic Planning in Asia 
suggested that technical education institutions should 
concentrate more on the basic scientific and mathe- 
matical disciplines, that they should be in closer 
contact with industry, and that their teachers should 
use more modern techniques and be better paid. 
However, pride of place in the resolution went to 
manpower planning and the creation of employment 
opportunities, together with securing “public under- 


standing and support for technical education... in 
order to raise the prestige of technical education,’ 


Governments are, moreover, supporting the idea 
of technical and vocational training by action as 
well as by resolution. In Singapore, it has just 
been proposed that one-third of all students in the 
third and fourth years of secondary education should 
enter technical secondary schools, which combine 
academic education with technica! training in broad 
basic skills.8 The Presidential Commission to 
Survey Philippine Education recommended _ that 
“high priority be given to the provision of technical 
and vocational education and training programmes 
in order to meet cirren* and projected needs for 
trained manpower in a developing society”.” It 
proposed to increase the number of specialized 
vocational secondary schools but also to lengthen 
the vocational track in general high schools from 
two to three years. The last proposal has been 
rejected, but the Philippine Government has just 
made vocational education compulsory in all years 
of the four-year high school programme, leaving 
students the option in the last two years of further 
increasing the amount of vocational shop courses in 
the time-table. Already, as table I-5-4 showed, in 
such countries as Indonesia, Laos and the Republic 
of Korea, vocational schools have a considerable 
share of enrolments and, elsewhere, as in Thailand, 
it is vocational schools which are the most rapidly 
growing type of school at the secondary level. 


There is, clearly, something attractive about the 
idea of giving priority to vocational and technical 
training: the advanced countries are advanced be- 
cause they are industrialized; industrialization re- 
quires increasing the stock of technical skills; what 
better than to use the formal school system for that 
purpose. There are good reasons for thinking, 
however, that this is a misconception, “The notion 
that there is one kind of education called general 
education, which has nothing to do with the world 
of work, and another called vocational education 
which is fairly geared to the ‘needs of a growing 
economy’ is part and parcel of the rhetorical folklore 
that continues to impede rational educational plan- 
ning in less-developed countries.” Specifically, 


(i) Vocational schools, like other schools, 
breed an employee orientation, The craftsmen and 
technicians they produce expect to be employees. 


7 Third Regional Conference, Final Report (Paris, UNESCO, 1971), 
p. 56. 

8D. H. Clark, “Manpower Planning in Singapore”, Malayan Eco- 
nomic Review, Oct, 1971, p. 195. 

® Presidential Commission to Survey Philippine Education, Educa- 
tion for National Development, p. 88. 

1° Mark Blaug, “Educational planning and the economic of educa: 
tion”, paper for Rockefeller Foundation Conference; Education and 
Development Reconsidered, May 1972, 
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If the economy is not, growing fast enough to offer 
them jobs as employees, they are not likely to be 
able to create their own self-employment opportuni- 
ties, Hence, expansion of technical and vocational 
education will at best merely alter the pattern of 
educated employment, and alter the shape of the 
deprivation gap, and perhaps even increase its size 
Since the higher unit costs of technical training mean 
a diversion of resources from other more useful ends. 


(i) In the nature of the case, vocational 
schools cannot meet employers’ requirements. It is 
impossible to foresee accurately the requirements 
for specific skills in an economy two or three years 
hence. Consequently, vocational trainers face a 
difficult choice. They either go on producing specific 
skills which may not find a market, or else they 
avoid that difficulty by importing only general skills, 
at which point it ceases to be “vocational” in the 
sense in which that term is usually understood. 


(iii) Because, in many school systems which 
stream secondary school children by achievement 
tests, the majority of students in vocational schoals 
are children “relegated” to such schools because 
they were not admitted to the general academic 
Stream, they frequently suffer from “a sense of 
second-class citizenship among both teachers and 
taught which militates against effective learning” 


(iv) For a related reason, employers have 
been found actually to prefer to take the products 
of the general education streams and to train them 
in their particular vocations on the job, leaving 
technical school graduates unemployed. This is 
probably not just due to the poar quality of technical 
training. Employers are concerned with the under- 
lying ability of their employees as much as with 
what they have learned (the job will, in any case, 
be learned on the job) and they may well judge 
the general education graduate who did succeed in 
Staying in the academic stream to be likely to be 
more intelligent or more persevering or both than 
those who did not and were “relegated” to the 
vocational stream. 


(v) Blaug im his discussion adds the additional 
notion that education renders students employable 
primarily by inculcating definite behavioural traits 
and only secondarily by imparting cognitive 
knowledge: in most cases, he argues, the social and 
communication skills that employers value are much 
more efficiently fostered by academic than by 
vocational education. 


** Bad. 


Part One. Education and Employment 


Blaug sums up his discussion of vocational : 
schools by noting: 


“We are not denying the case for ac- 
celerated training courses provided on a part- | 
time basis after working hours, or even on a 
full-time basis for several months in the years - 
in a rural out-of-school context. Nor are we | 
denying the case for ‘vocationalizing’ secondary 
school curricula, if what is meant thereby is 
the provision of some work-oriented shop © 
courses, combined with take-home projects of a 
practical kind. But to ask schools to prepare 
Students to take up clearly defined occupations © 
is to ask them to do what is literally impossible. — 
The most that schools can do is to provide a_ 
broad technical foundation for on-the-job ac- | 
quisition of specific skills”? ; 


It is true that there is very little hard 
evidence of a general kind. In Thailand, the — 
social rate of return on vocational secondary — 
schooling is less than that on academic secon 
schooling,*® but it is difficult to build a case on only — 
one country. It is also true that the available 
tracer studies of the graduates of vocational and 
academic secondary schools generally reveal little 
difference in the actual unemployment rate between _ 
the two groups. What is clear is that vocational — 
schools are much more expensive to operate than - 
academic schools and, in that sense, it is not enough 
to show that they are just as effective as academic 
schools from the standpoint of the labour market. 
They must be more effective if they are to be judged 
desirable, and this much has never been convincingly — 
demonstrated. Furthermore, there is little doubt 
that they frequently fail as a method of providing = 
terminal education, i.e. as a device for choking off 
the demand for higher education. In the Philippines, 
for example, there are vocational secondary schools 
and there are also vocational tracks in general high 
schools; 82 per cent of Filipino students in the latter 
category subsequently go on to college, but 37 per 
cent in the former category do so.* In this sense, 
vocational schools, strictly conceived, seem to en- 
courage students to enter the labour market. On 
the other hand, a vocational school in which one 
out of three graduates go on to college can hardly 
be considered a dazzling success. 


Vocational schools in the Republic of Korea do’ 
slightly better; the proportion of male students en- 
tering higher education was 47 per cent 
academic high schools and 15 per cent from voces 
tional schools (although the proportions applying fo 


33 bed. 
*8 G_ Psacharopoulos, Economic Returns to Education, 1972, ch. 
** ILO, Sharing im Development, ch. 5. 
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higher education were 71 per cent and 32 per cent 
respectively).1° This suggests that there may well 
be considerable differences between countries. It is 
worth remarking that in the Republic of Korea, 
where vocational education seems to be more often 
positively sought rather than accepted willy-nilly as 
second best, the trend in recent years has been not 
only for a decline in agricultural secondary schools 
(understandable in view of the rapidly improving 
prospects for the young to migrate out of agricul- 
ture) but also for a growth of engineering secondary 
schools much slower than that of commercial 
secondary schools.1® This may be because secre- 
tarial, accounting, marketing etc. skills are a good 
deal more generalizable across industries than en- 
gineering skills, so that pre-career-choice school 
training has more obvious value. The greater cost 
of engineering school facilities may also be a relevant 
factor. 


These expressions of scepticism about the 
effectiveness of vocational education should not be 
thought to deny the validity of, for example, the 
observation of the Nepalese fourth plan (1970- 
1975) that Nepal has serious shortages of middle- 
level technical and medical personnel coexisting 
with university graduate unemployment. It is, 
rather, to suggest that vocational schools which offer 
pre-career qualifications are unlikely to be the 
answer. 


(f) Non-formal alternatives 


Probably of greater value for the training of 
middle-level personnel are the institutions, according 
to the modern jargon, belonging to the non-formal 
educational system, which train people for specific 
occupations on which they have already embarked. 
Nurses schools come into this category. If there 
is a shortage of middle-level personnel in the medical 
profession, if the nurse/doctor ratio in India or 
Pakistan is only about 0.5:1, compared with 2.5:1 
or 3:1 in Japan or France or, indeed, in Malaysia 
(West), this is either because of the neglect of these 
in-service training institutions or because the salary 
structure or social prestige of such jobs is such as 
to deter anyone from entering them. 


A second effective form of public action in this 
field is to try to strengthen, and when necessary, 


15 Republic of Korea, Ministry of Education, Statistical Yearbook of 
Education, 1967 (Seoul, 1969), pp. 222-223, 306-307, quoted in Y. 
Chang, “Population, education and employment in Korea”, mimeo., 
1973, p. 84. Of those who did not go to higher education, 49 per 
cent of the vocational school graduates get jobs (15 per cent un- 
employed; 35 per cent unknown) compared with 22 per cent of the 
academic stream graduates (26 per cent unemployed; 50 per cent 
unknown). 
18 Ibid. 


supplement, the activities of industry in training on 
the job, Such help can take two forms: the first 
is the provision of supplementary night-school or 
day-release courses for craft and technical appren- 
tices, chiefly to teach them the theoretical basis of 
what they are learning on the job. 


The second is to give incentives to industry to 
induce it to provide training.’ Employers are not 
necessarily public-spirited. Economists, who expect 
them to be selfishly rational rather than public- 
spirited, point out that employers have every reason 
to train their workers for specific skills required in 
the jobs they are doing, perhaps also to train them 
for the specific skill of a job to which they might 
move later, but not to train in general skills which, 
as soon as they have acquired, they move elsewhere. 


The traditional way of dealing with this problem 
is for the employee to bear the cost of his training. 
Many ECAFE countries too have traditional institu- 
tions of apprenticeship which sanction the payment 
of low wages during the period of training. Govern- 
ments can help by formulating such arrangements if 
necessary, making special arrangements in minimum 
wage laws, fixing the periods for which apprentices 
may be “bonded” after training, and even, if they 
can find among their unemployed granduates some 
who could do the job efficiently, by installing a 
formal training inspectorate. The latter is quite 
likely to be necessary. In a buyer’s market for 
young labour, there is a strong possibility of appren- 
ticeship being used as a cloak for the cheap ex- 
ploitation of young labour; some enforcement mea- 
sures may be necessary to make sure that training 
is actually given. 


The Japanese capitalist method of dealing with 
the problem, as opposed to the Western capitalist 
method, is to provide the workers with such incen- 
tives (moral, and in the form of seniority increments, 
material) that he is unlikely to think of leaving his 
original firm, which can, therefore, given him a 
general training without fear of losing the money on 
such training. For this system to work, however, it 
needs to be established over the whole range of the 
labour market, or at least of certain segments of it; 
it is hard for any one employer to embark on such 
practices. Moreover, there may well be cultural 
preconditions for such practices which perhaps only 
the Japanese can fulfil. 


A third method is by government subsidy or 
tax reliefs to private industry, or by subsidies drawn 


77 The draft long-term plan of the ILO’s Human Resources Depart- 


ment proposes a series of studies in 1976-1978 on incentives and mea- 
sures used and their effectiveness to induce employers and managers 
to extend various types of in-service training as part of systems of re- 
current education, both in developing and developed countries. 


from a special pool financed by a turnover tax or a 
pay-roll tax on industry (the collective beneficiaries 
of the pool of skill created by the training efforts 
of any particular employer). In public industry, of 
course, the effect can be achieved by special ac- 
counting procedures which exclude the costs of 
training from the calculations on which the public 
corporation’s efficiency rating is judged. Here, 
again, the administrative problem of assessing the 
genuine usefulness of a training scheme and _ its 
claim to subsidization represents the major difficulty. 


All such schemes help, but, at the practical 
levels and even in the teaching of basic underlying 
concepts, most of the learning that goes on in in- 
dustry is probably of the entirely informal kind — 
learning by watching and trying, learning by asking 
and by listening, i.e. learning through the comrade- 
ship of fellow-workers. That is not to say that this 
kind of comradeship is unrelated to institutions. It 
is more easily evoked when there is a strong sense 
of common dedication to the cause of the nation’s 
development or to the success of the enterprise. 
But there are alternative institutions which can 
facilitate the friendly transmission of skills. Re- 
cruiting on kin and friendship networks, whereby 
a new recruit usually has a more experienced 
“sponsor” among those already employed, is one 
way, especially if sponsor and recruit are in the 
same workshop. Again, seniority promotion systems 
(or, rather, usually regulated promotion by mixed 
criteria of seniority and merit) can give older 
workers security and remove their suspicions that 
if they train a youngster he might eventually replace 
them. 


Quite apart from non-formal training on the 
job in established enterprises, and public supple- 
mentation of this by evening courses, a good deal of 
middle-level technician training is also being pro- 
vided by private enterprise, sometimes to those 
already employed, sometimes to the self-employed, 
sometimes to those hoping to get a job after ac- 
quiring the skill. The cities in several countries are 
dotted with tiny establishments offering for a fee to 
provide instruction in typing, or computer pro- 
gramming, or radio and television repair, or dress- 
making. Many are very efficient. Correspondence 
course often perform the same functions for rural 
areas with the same advantages but also with possi- 
bilities of abuse. The absence of government con- 
trol may be an essential ingredient of the success 
of these establishments, but a certain degree of 
regulation to protect the innocent would-be buyers of 
skills may add considerably (and at relatively small 
cost) to the effectiveness of this non-formal sector. 


Part One. Education and Employment 


The operation of private enterprise in the voca- 
tional skill fields has to be distinguished from the 
private sector within the field of formal education. 
The existence of a large private sector in the formal 
field is, of course, one factor making the control of 
the size of enrolments, and hence control of the size 
of the educated unemployed population, especially 
difficult. However, private education can perhaps 
be best considered in relation to the next topic, viz. 
equality of access. 


(g) Equality of access 


“Every society that values social justice and is 
anxious to improve the lot of the common man and 
cultivate all available talent, must ensure progres- 
sive equality of opportunity to all sections of the 
population.”28 This statement from an Indian 
Government commission could probably be duplicat- 
ed from every country in the ECAFE region. 
Equality of opportunity is well-nigh universally ac- 
cepted as a goal, both because it is an end in itself, 
and also because it ensures that the best talent can 
be mobilized for the most difficult and responsible 
jobs. 


The ideal has been even more forcefully 
affirmed in recent years with the growing emphasis 
on the distributional aspects of economic develop- 
ment and on the objective of raising the living levels 
of the poorest 40 per cent. Access to education, 
like access to health, is seen as an important com- 
ponent of levels of welfare. If, with equality of 
opportunity, the policy-making elite comes to be 
drawn not from a narrow upper class but from all 
strata of the population, it will, the argument runs, 
show greater concern for the needs of the poorer 
classes from which many of its members will have 
come. This should lead to greater eventual 
equality in income, power and dignity. 


The matter is not a simple one, however. The 
more equality of opportunity there is and the more 
merotocratic the system which gives access to the 
positions of power in society, the more those who 
reach elite positions may consider that they “de- 


serve” their power and success and all the privileges — 


which go with it. Equality of opportunity can, 


therefore, entrench by legitimizing wide inequalities — 


of income, power and dignity. 


Secondly, the more open the competition the © 
keener it is. The keener it is (particularly when a ~ 
big gap in living standards between the modern and — 
traditional sectors makes the prizes so great) the — 


18 Government of India, Report of the Education Commission 1964- 
1966, para. 6.01. 
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more examination-passing in pursuit of jobs, salary 
and status is likely to dominate the child’s educa- 
tional experience, with consequences for the in- 
tellectual and moral development of the child which 
may be both undesirable in themselves and wholly 
unfortunate for the society. This point will be 
elaborated below. 


Thirdly, a long-run argument against equality 
of opportunity is that, particularly in societies with 
patterns of arranged marriage where mating is likely 
to be more assortive with respect to intelligence, 
heredity will, over the passage of several generations, 
lead to a genetic stratification of each new genera- 
tion corresponding ever more closely to the occupa- 
tional stratification of the parent generation, with a 
consequent decline in social mobility and an in- 
equality even more ineluctably entrenched than in 
any existing society. 


Enough has been said to indicate that the re- 
lationship between equality of opportunity and social 
equality (equality of income, power and dignity) 
is not a simple one. These considerations, however, 
do not in any way affect the arguments in favour of 
equality of opportunity as a means of directing the 
highest talents into those positions in society where 
they can be most fully utilized, thereby enhancing 
the society’s efficiency. The only counter-argument 
which does that is the argument that the sort of 
qualities which the educational system tests do not 
necessarily correlate with the “highest talents”. The 
children of illiterate parents and the children of pro- 
fessors may have an equal chance of excelling at 
mathematics or physics given equal opportunity, but 
a more general intellectual sophistication, intellectual 
curiosity, the capacity for initiative and problem 
solving, the capacity for objective self-examination 
which is a precondition for morally principled be- 
haviour — qualities of importance in the adminis- 
trative elite of a developing society — are qualities 
which the school alone does not impart. The 
family environment plays an equally important role, 
and, it may be urged, this kind of sophistication 
builds up over the generations. (Impressionistic 
evidence suggests that, among the administrative, 
intellectual and even political elites of Asia, a high 
proportion of the ablest come from families with 
several generations’ experience of modern educa- 
tion.) That the children of such families have the 
dice loaded in their favour in the educational com- 
petition may, therefore, be seen as not such a bad 
thing. It represents (a variant of the “growth 
poles” theory of development) a building on existing 
strengths and hence an optimal use of scarce re- 
sources. There is, of course, an alternative, the 
solution, partially adopted in the USSR and former 
British colonies, of identifying the most talented 
children early and giving them a boarding school 


education to substitute for the stimulus of an 
educated home. 


That is still not an argument against equality 
of opportunity — only against the conventional 
means of defining merit. The only final argument 
against equality of opportunity is that which attacks 
merit selection as such, ie. the argument underlying 
the Faure Commission’s remark quoted at the be- 
ginning of this chapter: merit selection highlights 
those invidious differences in basic inborn capacities 
which most societies would prefer to de-emphasize. 
Ancient Athens chose its administrators by lot, but 
no society has yet reached the point at which it is 
prepared to generalize that principle, thereby achiev- 
ing a more thoroughgoing concept of equality of 
individual dignity at the probable expense of social 
efficiency. Meanwhile, meritocracy remains, as has 
been said, the worst kind of regime barring all the 
others; merit selection which brands some as suc- 
cesses and some as failures remains an individious 
process, but the one method of allocating positions in 
society which is generally considered to be socially 
just. 


Moreover, even if Governments did not favour 
equality of opportunity as a means of mobilizing 
talent, there would now, in any case, be no way in 
most societies in which the political demand for it 
could be gainsaid. The diffusion of the aspiration 
to climb the educational ladder into the modern 
sector, or to climb within that sector from lower to 
higher positions, is now so widespread that no 
government could deny the principle that everyone 
should be given an equal chance, although in many 
societies the principle is explicitly modified to give 
some hitherto disadvantaged ethnic groups or castes 
special advantage in the competition. 


Such explicit modifications apart, however, it 
is clear that in practice in most ECAFE societies 
opportunities are far from equal. Some of the 
dimensions of inequality may be briefly surveyed. 


First, the degree of inequality between the 
sexes is indicated in tables I-5-6 and I-5-7. It 
clearly varies greatly as between countries, with the 
rural areas of Moslem countries showing the smallest 
proportion of girls enrolled. At secondary and 
higher levels, however, it is not altogether obvious 
that unequal enrolments do represent unequal op- 
portunities for access to jobs in the modern sector. 
Insofar as secondary schoolgirls are aiming for a 
career in teaching or medicine that is what they do 
represent, but, in many business and technological 
fields, the inequality springs from institutional 
barriers to access to jobs themselves, not unequal 
access to qualifying courses. (See the figures of 
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tables I-5-8 and I-5-9 comparing growth rates in 
female employment with those for female education. ) 
In fact, if partly as a consequence, the career aimed 
at by a large proportion of girls in Asian secondary 
and higher education institutions is not a career in 
the modern sector, but the career of wife and 
mother, married to a member of the modern sector 
salariat. Whether the education they receive is 


TABLE JI-5-6. PROPORTION OF GIRLS ATTENDING RURAL AND 
URBAN SCHOOL, 1962 


(in percentages) 


First level 

Urban Rural 
Afghanistan 47) > FPS ees 5.4 
Bangladesist i Le As Jotuet ts; EA04 4.1 
(i ae Ree ee eA, CP 27.3 
Pinkippines!* 7 0. 2 ape 47.6 
Republic of Korea . . . . 46.8 45.6 
Shasland | 50.53 2. «depts eto-8 51.6 


Source: 


TABLE I-5-7. FEMALE ENROLMENT BY LEVEL OF EDUCATION 
IN THE ECAFE ASIAN REGION,? 1950-1969 


(in percentages) 


Level and type of education 1950 
Le a ee ees 32 
Sant tt, . eee 19 
Tih gibt? ¢ aOR sae PRE. 15 
AT Jewels. 0) ctada ct ccn al ty in 30 
Source: UNESCO, op. cit., table 3. 


* Asian region — as in the standard UNESCO 1972 definition thereof. 


TABLE [I-5-8. SELECTED COUNTRIES: 


Total salaried employees 


Country sey Administra- vi Administra- 
eee 2 a Clerical es i d Clerical 
teghsical  masagerial workers “Tatel —sechrical | secre scriat mrorkers ‘TP 

workers workers workers BiORRers 
Wan. Fo) so -&) Gee 1956-1966 10.7 7.2 0.7 5.3 11.6 16.6 6.9 10.6 
Japan = eee 1960-1965 42 —9.8 0.4 7 4.9 —28.6 95 8.0 
Philippines F 1960-1965 10.1 4.35 14.7 11.8 11.1 —0.4 17.6 12.9 
Republic of Korea . 1963-1971 10.1 12.1 8.8 9.3 13.3 — 15.8 14.7 
Sri Lanka 1953-1963 AS 0.6 17 2.9 7.0 —5.3 3.3 6.3 

Average annual compound growth rate in 
female enrolments 
Secondary Tertiary 

Iran». . . . . 1956-1966 16.8 22.9 
Japan. —- 1960-1965 3.8 13.4 
Philippines . | 1960-1965 143 bis 
Republic of Korea . 1965-1970 11.8 L4 
Sn Lanka 1955-1965 welt 20.3 
Sources: ILO, Yearbook of Labour Statistics, various issues; and UNESCO, op. cit. 


Urban 


UNESCO, Access of Girls and Women to Education in Rural Areas — A Comparative Study, 
Educational Studies and Documents, No. 51, annex 4. 


1955 1960 1965 1969 
35 37 39 41 
22 26 29 32 
18 23 26 29 
33 35 37 38 


AVERAGE ANNUAL COMPOUND GROWTH RATES OF TOTAL 
SALARIED EMPLOYEES IN SELECTED OCCUPATIONS, WOMEN EMPLOYEES IN THOSE OCCUPATIONS 
AND FEMALE ENROLMENT IN SECONDARY AND HIGHER EDUCATION 

(in percentages) 
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appropriate to the role of wife and mother and 
citizen, or whether its chief function in fact is to © 
confer on their future husbands the prestige of having — 
a BA wife, is debatable; so, insofar as the chief 
function is the latter, is the question whether their 
education should claim high priority in the use of 
national resources. 


Second level 


General Technical-vocational Teachers’ training 


Rural Urban Rural Urban Rural 


23.0 SO 4.1 —_ _— —_ 
27.7 4 3.9 3.6 = = 


; 23.8 30.0 = == 
30.8 16.3 4.0 50.0 50.0 
= — — = 56.7 27.9 


Average annual compound rate 


Women salaried employees 
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A second dimension of inequality is indicated 
by the differences between rural and urban areas' 
shown in table I-5-10. 


To take the most extreme case, the urban areas 
of Afghanistan contain only 8 per cent of the popu- 
lation but 94 per cent of the country’s secondary 
school pupils. Even in the Republic of Korea the 
18 per cent of the population in towns have 39 per 
cent of secondary enrolments. The figures are only 
Suggestive, since many of the pupils in urban 
secondary schools may in fact come from rural areas, 
either commuting daily or by boarding on a more 
long-term basis with relatives in the town, but they 
do give some indication of the differential distribu- 
tion of school facilities, otherwise documented in 
many other sources for many other countries. The 
Indian education commission found some districts in 
Rajasthan with primary enrolments of 20 to 30 per 
thousand population; others in Kerala and Madras 
where the figure was around 150."° In Sri Lanka, 


19 Report, op. cit., para. 6.51. 


TABLE JI-5-9. SELECTED COUNTRIES: 


grade IX-X enrolments in the poorest districts were 
less than one-seventh of enrolments in the riches.?° 


Inequalities between rural and urban areas can 
be seen as simply a spatial manifestation of differ- 
ences in opportunities between different social 
classes. Table I-5-11 summarizes the, results from 
the few available surveys of the social origins of 
university students. The under-representation of 
the children of farmers or urban manual workers is 
striking. To take the Malaysian figures; if the 50 
per cent of the nation’s families who were farmers 
produced 5 per cent of the students, and the 9 per 
cent who were professionals, civil servants and cleri- 
cal workers produced 60 per cent, this means that 
a child from the latter group had 66 times as good 
a chance of getting into the university as a child 
from the countryside. 


2°1LO, Matching Employment Opportunities and Expectations, 
technical papers, p. 154. 


PROPORTIONS OF WOMEN 


EMPLOYEES IN SELECTED OCCUPATIONS 


LYN Nac gaa a a 1956 
1966 
Japan teeth xe etene, Aine 4 1960 
1965 
Malaysia (West) fy oa 1957 
Rakistan fie, erbet weeds. 1961 
Phillippines amspee abhi wdc 1960 
1965 
Republic of Korea . . . . 1955 
1963 
1971 
STLMan aan at MATYAS oo Mag) 1953 
1963 


Sources: ILO, op. cit. 


Proportion of women in total workers 


Professional, Administra- 


technical tion and Clerical i 
and related managerial workers Total 
workers workers 
Wii cP) 4.8 10,2 
24.7 Td 8.7 16.8 
35.9 3.8 36.7 32.4 
37.1 1.2 42.4 38.5 
28.7 2.7 Whe) 16.9 
9.0 0.0 0.9 BY 
53.2 6.6 22.6 36.8 
55.8 5.3 25.7 38.6 
13.0 0.7 5.0 6.9 
19.5 as 10.4 12.8 
24.5 2.9 17.0 18.9 
33.5 5.3 4.9 16.8 
42.5 2.9, 57 23.3 


TABLE I-5-10. ENROLMENT IN RURAL AND URBAN AREAS, 
BOTH SEXES, 1962 


Rural 


population as 
percentage of 


total 
population 
mtohanistante ese at Se 5 92.0 
est C eS, Oy oe eae ere ramen 82.2 
Nepal tee ear Aas 90.0 
Poilippinesvgee) owner. fs 85.8 
Republic of: Koréa’.. «4 =: > 82.0 
Republic of Viet-Naum . . . - 83.3 
SIMGApOKGMeen me eats 37.0 
Thailand eS AARC. eet 88.2 


Source: UNESCO, op. cit., table 4 and annex I. 


Second level 


First level (general) 
Rural Urban Rural Urban 
63.7 36.3 5.8 94.2 
77.0 23.0 56.4 43.6 
79.7 20.3 43.2 56.8 
87.6 12.4 65.1 34.9 
73.0 27.0 61.0 39.0 
75.0 25.0 12.5 87.5 
38.0 62.0 Bcd 68.7 
86.0 14.0 ne OI 


* Estimate 1961. 
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TABLE 1-5-14. Socio-ECONOMIC 
ORIGIN OF UNIVERSITY STUDENTS 
(percentage of total) 
India . 1960* Officials — higher 10 
—Jower 13 
Clerical workers 51 
Labourers 19 
Other 7 
Indonesia . 1961” Professionals 7 
Officials — higher 6 
— lower 28 
Privately- and self-employed 23 
Police and military 3 
Farmers 17 
Labourers = 
Malaysia 1962/63° Professionals 

Civil servants Over 60 

Clerical workers 
Farmers a 
Thailand . 1971¢ Employers and self-employed 56 
Government officials 31 
Farmers 6 
Employees and other 6 
' Sources: India: J. J. Mangalam, Study of Student Mass Failure 


(1960). 


Indonesia: J. Fischer, “The student population of a 
southeast Asian university”, Jnternational Journal of 
Comparative Sociology, vol. 2, No. 2. 


Malaysia: UNESCO and International Association of 
Universities, Higher Education and Development in 
Southeast Asia, p. 327. 


Thailand: U. Kerdpibule, Academic Performance of 
Students from Different Social Backgrounds (1973 
, mimeographed). 
* University of Punjab. 
» Gadjah Mada University. 
© University of Malaya. 
“ Kasetsart University. 


These figures for the social class composition of 
university students provide an incidental confirmation 
of an observation frequently made about the educat- 
ed unemployed, viz. that their unemployment is the 
more visible because they come from homes which 
are well enough off for them to be able to afford 
to be unemployed. The less educated, from poorer 
homes, have to svttle for what they can get. 


What are the mechanisms which account for 
this class inequality? First, it is the children from 
poor homes who are dropped out fastest in the early 
years of schooling. For peasant families, the money 
cost of schooling, even the very modest fees in those 
countries which still charge for primary schooling, 
plus ‘“‘donations” and the cost of textbooks and 
clothing, can be considerable. To this must be 
added the opportunity cost of a child’s help on the 
farm, especially in societies where the school year 
wholly ignores the exigencies of the agricultural 
cycle, and especially at secondary level ages. 


Part One. Education and Employment 


Figures from two studies, one concerning drop- 
outs from the Philippines and the other about 
children who never get to school at all from Bang- 
ladesh, may be quoted to illustrate these mechanisms 
(Tables I-S-12 and £-5-13 respectively). Another 
national survey in the Philippines found that 93 per 
cent of school drop-outs came from families with an 
income below the average family income.** Ques- 
tionnaire answers always over-simplify “what is 
frequently a complex pattern of causation, but the 
general pattern of these answers seems plausible 
enough. 


The advantages of children from better-off 
families generally increase the higher one goes up 
the educational system. Table I-5-14 suggests that, 
whereas the parent bears on average only one- 
sixth of the cost of primary education, at the 
secondary level this proportion rises to one-third (to 
fall again eventually in the science departments at 
the tertiary level, although of course this fall in the 
proportion of costs borne by parents masks a con- 
siderable absolute increase, since tertiary science 
education is so much more expensive). 


A second direct means of translating parental 
net worth into educational opportunity is through 
the purchase of private education. In the Philip- 
pines, where there is a high proportion of private 
schools, a Presidential Commission reported that “at 
most only 10 per cent of families can afford to send 
their children to college.” On the other hand, 25 
per cent of families (those who have an annual 
income of 3,000 to 5,000 pesos) spent between 130 
and 230 pesos yearly on education. These could 
be the families who were able to send their children 
to private high schools. Only 2.6 per cent of 
families with annual income of 10,000 pesos or 
more can afford a high quality education which 
costs, on the average, more than 1,000 pesos a 
year.” 


TABLE I-5-12. PHILIPPINES: REASONS FOR 
DROP-OUT, 1952-1955 


(in percentages) 


Beutational factors (0 4/4 > ss BR 38 
Economic implications . car 

Home and social conditions . . 6. 1. 6 1S 

Tt health 

Source: Government of t! e Philippines, “The Netional Survey 


on drop-outs from elementary school during 1952- 
1955”, quoted from UNESCO Regional Office, Bang- 
kok, Long-term Projection for Education in the Repub- 
lic of the Philippines, p. 14. 


21 UNESCO, Bulletin of the UNESCO Regional Office for Educe- 
tion in Asia, vol. I, Sept. 1970, p. 25. 
22 Education for National Development, Manila 1970, p. 51. 
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TABLE I-5-13. REASONS FOR NON-ENROLMENT 
AMONG CHILDREN IN THE 6 TO 10 AGE-GROUPS 
(in percentages) 


Male Female Total 

Poverty i CAND 30.82 23.97 54.79 
Not interested in education . Te VFakz 29.45 
MerUpeNCel hk ah 2.06 2.06 4.12 
Considered underaged . . 5.46 2.74 8.22 
Physically handicapped . . 0.68 — 0.68 
Other . i Le aries — 2.74 2.74 

Total 51.37 48.63 100.00 
Source: Taherul Islam, Social Justice and the Educational Sys- 


tem of Bangladesh (Bureau of Economic Research, Uni- 
versity of Dacca, April 1973), table 5, p. 54. 


TABLE I-5-14. RATIO OF SOCIAL TO PRIVATE 
COSTS OF EDUCATION IN URBAN INDIA (1960) 
AND URBAN THAILAND (1969) 


Ratio of social to private costs 
Level of education : 


India Thailand 

Primary 5.0 ie 
Middle 5.8 i 2 
Secondary 2.1 s M 
Intermediate , 2.0 — 
Bachelor : 1.8 -- 
Engineering diploma 7.0 \ 5.6 
Engineering'degree . 5.0 4 

A. eae Bel, — 
M.Sc. . 5.8 _— 
Sources: M, Blaug, R. Layard and M. Woodhall, The Causes of 


Graduate Unemployment in India (Allen Lane, 1969), 
pp. 202-203; and M. Blaug, The Rate of Return to 
Investment in Education in Thailand (Bangkok, 
1971), pp. 5-8. 


(h) Private schools 


Table I-5-9 has already shown the large role 
played by private schools in providing education, 
especially at the secondary level. 


The way that the different types of private 
schools mentioned earlier serve to structure the flow 
into the modern sector, and the way that they 
operate to translate financial advantage into educa- 
tional and employment opportunity are various. 


First at the primary and secondary level: 


(i) Some schools both charge fees which 
limit entry to middle-class children and have fairly 
stiff entrance tests. Their main function is to pro- 
vide coaching for the tests which qualify for en- 
trance to elite (in most cases state) universities. 
They can, therefore, materially improve their pupils’ 
chances in competition for places at those universi- 


ties. 


(ii) Some schools charge similar fees but 
have lower entrance standards, catering for middle- 
class children who cannot qualify for entrance to 
the better private and public schools and whose 
parents prefer to send them to private rather than 
public schools (for which they are at least able 
enough to qualify) for various reasons indicated 
below. Such schools are not particularly successful 
at getting their pupils into elite universities, although 
they may be part of an “escalator system” whereby 
their pupils are guaranteed admission to a private 
university run by the same management. For those 
who leave school at the end of the secondary stage, 
their graduation certificates confer no very great 
advantage in the labour market. Their low entrance 
standards mean that employers cannot take — as 
they can in the case of the better schools — the 
mere fact of admission as an indication of under- 
lying ability. On the other hand, the predominantly 
middle-class nature of the student body does help 
to cultivate poise and confidence (qualities which 
employers may value) and also provides valuable 
personal friendships of some economic importance 
later in life. Schools of this kind are particularly 
predominant in girls’ education since the non- 
cognitive middle-class cultural qualities which they 
are effective in cultivating can substantially improve 
a girl’s chances of marriage. 


(iii) Finally, some secondary schools charge 
lower fees and have similarly low entrance standards, 
existing solely in order to provide a second-rate 
education for those who cannot meet the entrance 
requirements of any public secondary schools at all 
and for whom the choice is a private secondary 
school or no secondary school. ‘These have all the 
disadvantages and none of the advantages of the 


last type. 


Similarly, at the university level in those coun- 
tries, such as the Philippines, or the Republic of 
Korea, where private universities exist; 


(i) Some may have entrance standards com- 
parable with those of the elite public institutions 
and confer social prestige as well as graduation 
certificates which offer considerable advantages in 
the job market. 


(ii) Most, however, exist to provide degree 
status for those who cannot meet the stiff entrance 
requirements of public universities. Their fees are 
often not high; they make ends meet by mass- 
production methods with very high pupil/teacher 
ratios. Many of their students are not rich and 
provide a substantial part of the costs of their 
education by part-time employment. (Estimates for 
Indonesia and the Republic of Viet-Nam in the 


76 


mid-1960s suggest that 60 to 80 per cent of all 
students have substantial income from part-time 
work.)*> Degrees of these universities impress 
employers least. Their graduates go to the back 
of the job-queue, — if they ever enter the labour- 
market in the first place, a good proportion of them 
probably being the inheriting son of a family enter- 
prise whose father, apart from paternal indulgence, 
thinks that the prestige of a university degree (any 
university) could help to give his son some status. 
Institution-by-institution calculations of the private 
rates of return on university education in the 
Philippines found that, in the case of some of these 
low-quality institutions, rates of return were nega- 
tive. Nevertheless, so institutionalized are the quali- 
fications standards which reserve a certain range of 
jobs for graduates, so essential does a degree (any 
degree) seem to those who aspire to such jobs that 
such universities continue to thrive. 


It is clear that it is primarily the first type of 
‘secondary school and the first type of university 
listed abuve which contribute most definitively to 
inequality of educational opportunity. 


There is one final mechanism by which in- 
equalities are perpetuated from generation to genera- 
tion by giving special advantages to the children of 
better-off parents. It is one which would remain 
even if all private education were abolished, all 
public education made free, and scholarships offered 
to cover living costs and compensate for earnings 
foregone. Middle-class parents who have them- 
selves received secondary or higher education 
supplement their children’s school education not 
only by deliberate teaching, but also by the generally 
more intellectualized tenor of their relations with 
their children. This can hardiy fail to give their 
children a useful advantage in any kind of academic 
competition. (An effect which is enhanced the 
greater the gap between the culture of the school 
and the culture of the home, and, of course, that 
gap is at its greatest when the school, representing 
the metropolitan cultural values of the modem 
sector, is established in a traditional peasant com- 
munity. ) 


The strength of these relationships may also, 
of course, (particularly when, as in many ECAFE 
countries, especially the least developed, the first- 
generation elite is a meritocratic elite) be reinforced 
by class-related differences in native ability. 


23 UNESCO, Higher Educanonal Development in South-East Asia, 


vol. 1, p. 326. 
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(i) The distributive effects of educational finance 
policies 


Attempts to increase equality of educational 
opportunity which diminish the importance of 
parental wealth in determining a child’s success are 
likely to entail an increase in the volume of state 
subsidy. If, as the last arguments suggest, middle- 
class children will still do better in the academic 
competition, they will receive a disproportionate 
share of this public expenditure. The children of 
the rich will be subsidized from taxes to which, in 
many countries, the poor largely contribute. 


This is, of course, already the case; private 
education, after all, is still a small part of the total, 
particularly at the tertiary level, in most Asian 


countries, (the Philippines, where the State provides — 
only 10 per cent of the total costs at that level is — 
Given the disproportionate chances | 


an exception). 
of upper- and middle-class children to get. to the 


university (table I-5-11), and given that they not © 
only stay in the system longer but also receive pro- — 


gressively larger amounts of subsidy the higher they 


get (table I-5-15), the degree of income redistribu- — 


tion in favour of the rich is considerable. Table 
1-5-15 shows that, in Afghanistan, the State spends 
an amount equivalent to over seven times the per 


TABLE I-5-15. UNIT RECURRENT COSTS OF 
EDUCATION BY LEVEL IN ECAFE COUNTRIES, 
1965 
(in US dollars) 


Per capita Unit recurrent cost in level 
ree GNP I II Ir 
Afghanistan . . . 66 11 84 482 
Burma’: (a ©. 69 9 20 136 
Hong Kong . . . 533 67 159 1,257 
India . se ss 86 fi 13 181 
Indonesia © (S* . 91 11 22 380 
fran > (are. 232 37 72 i 
Khmer Republic. . 118 26 111 212 
Malaysia (West). . 269 43 82 1,146 
Nepal A ie 65 5 5 164 
Pakistan. oS": 85 7 18 59 
Philippines . . . 151 27 71 99 
Republic of Korea. 139 7s 18 152 
Singapore”. *Y. 544 60 78 674 
Sy Eanka e 147 15 40 401 
Thain? oe. | 5" 14 62 237 
Japan . 826 116 127 1,030 
Source: F.H. Harbison, J. Maruhnic and J. R. Resnick, Quanti- 


tative Analysis of Modernization and Development 
(Princeton, 1970). 
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capita income on the education of each university 
student. In many other societies, the ratio is not 
much smaller. Only in Pakistan and the Philippines 
is the amount calculated to be less than the annual 
per capita income. 


Two means of countering this effect are 
available. The first is to vary the amount of sub- 
sidy according to parental means (e.g. by charging 
fees which cover the economic cost of secondary 
and higher education but granting scholarships 
ranging from small subsidies to total remission of 
fees plus living costs, depending on family income). 
The problem in operating such a scheme equitably 
is to get accurate information on family income. 
This is avoided by the second expedient — that of 
providing loans to be repaid out of the graduate’s 
future income. 


The first type of scheme is already operated in, 
for example, India and Malaysia, although on a 
limited scale, so that the degree to which it alters 
the income redistributive effects of the distribution 
of opportunity and public expenditure is not great. 
(Indeed, in some countries scholarships are given 
exclusively by merit criteria, irrespective of parental 
income. ) 


The second type of scheme appears not to be 
operated in the ECAFE region except in Japan. it 
has the additional advantage that it effectively re- 
duces the salary differentials which make graduate 
jobs so attractive. In other words, it reduces the 
private rates of return to higher education and may 
therefore reduce the demand for it, which, in coun- 
tries suffering from a surfeit of unemployed 
graduates, may be deemed a very good thing. 


The introduction of such schemes always faces 
political problems, however, since they introduce an 
inequity between last year’s graduates who get their 
education free and this year’s who are going to 
have to pay for it. One alternative is to introduce 
a graduate tax to apply retrospectively to all who 
have received an education at state expense, as was 
suggested in the report of the ILO mission to Sri 
Lanka.** 


(j) The problem of quality: Examinations 


So far this chapter has concentrated on_ the 
question of who gets educated, or at least who gets 
qualified for modern sector jobs. It is no less im- 
portant to ask how (how well, how appropriately) 
they get qualified for those jobs, for this effects the 
size as well as merely the shape and manifestation 


241LO, Matching Employment Opportunities and Expectations, 
p. 146. 


of the deprivation gap through its contribution to 
the quality (the efficiency, problem solving ability, 
initiative, creativity, etc.) of those whom it trains 
for modern sector occupations, on whom the pro- 
ductive capacity of the potentially more dynamic 
sectors of the economy depends. 


It has already been remarked that considerable 
doubts have been expressed on this score. The 
ILO’s Employment Promotion and Planning Depart- 
ment is basing plans for its work in the second half 
of this decade on the assumption that “neither the 
type of education provided, nor the spirit prevailing 
within the existing educational systems can offer 
youth the means to find their way through the 
societies awaiting them after completion of their 
studies”’.*5 


Conventional discussion of the quality of 
education usually concentrates on those quantifiable 
measures which were discussed in this context in the 
last chapter: proportions of teachers qualified, length 
of teacher training, proportion of non-salary costs 
etc. 


However, these are not the only, and perhaps 
not the chief, determinant of the quality of educa- 
tion. It was said at the beginning of this chapter 
that the duality of the school’s functions, both to 
train and to select, to identify as well as to develop 
talent, is a source of considerable ambiguity and 
stress. It is also an important determinant of 
quality. 


The selection function comes to assume much 
greater importance relative to the teaching function 
in developing countries than in the richer countries 
for two main reasons. First, because the prizes at 
stake are so much greater there is a wider gap 
between the income, prestige and security levels 
offered by secondary and graduate level jobs, and 
those of the traditional sector. Secondly, because 
late-developing countries tended to start the moderni- 
zation process with more completely bureaucratised 
forms of occupational recruitment, placing greater 
stress on educational qualifications. Education thus 
appears as the only mechanism of social ascent. 
The opportunities for advancement through work 
performance and the labour market are more re- 
stricted than in the older modern economies where 
older patterns of in-career mobility are retained. 
(An additional factor is the absence in most of the 
developing countries, except the Republic of Korea 
and, to a limited extent, those of South Asia, 
of the aristocratic traditions of education — educa- 
tion which qualifies for nothing and is pursued for 


25 Draft Long-term’ Plan, mimeo., 1973. 
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its own sake — which, in the older industrial coun- 
tries, have acted to resist the instrumentalization of 
education for qualification purposes. ) 


There is some empirical evidence for these 
assertions in a recent survey of the attitudes and 
aspirations of youth in eleven countries. The com- 
plaints of parents’ excessive expectations, of the 
instrumental nature of schooling as a means to jobs, 
come in much greater volume from the developing 
countries than from the rich countries, with Japan, 
now a rich country but nevertheless a late developer 
with the typical late-developing country bureaucra- 
tized qualification-oriented occupational system, 
coming in between. (Table I-5-16.) 


It seems safe to say that, in the developing 
societies, the selection function is more salient rela- 
tive to the teaching function. This has important 
consequences for the school. When the school 
system’s selection functions come to seem all-im- 
portant to pupils and their parents and_ their 
teachers, overwhelming attention is directed towards 
the examinations which will determine a child’s fate 
— whether he will stay in the competition for the 
desirable modern sector jobs or accept a much less 
attractive future in the traditional sector. 


Once this tendency begins, it is self-reinforcing. 
When attention is concentrated on the examinations, 
teachers come to measure their own success almost 
exclusively by the proportion of their students who 
pass the examinations, and are hence more and more 
inclined to concentrate on examination coaching. 
Thus, the more able children who have the best 
chance of passing attract the teacher’s attention 
more than the others, so that the examination- 
oriented concerns of these children dominate the 
ethos of the class, at the expense of the needs of 
those children likely to end their education in that 
grade. Again, when such important life-chances 
hinge on examinations, several processes conspire 
to give a heavy weight to rote memorization: (i) 
the need for absolute fairness, requiring that the 
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examination should be as objective as possible, call- 
ing only for answers which are indisputably right or 
wrong; (ii) the common tendency in most societies 
to consider it more just to reward effort than to 
reward native brightness, hence the preference for 
recall questions where coaching effort counts for 
more and underlying intelligence for less than in 
problem-solving questions; (iii) the coincidence of 
this with the interests of the children of the more 
articulate middle-class parents, those who can afford 
to pay for their children to receive extra coaching 
and to take the selection examinations for three or 
four years running, if necessary, until they do pass 
(it being particularly in the case of recall questions 
that success tends to correlate with the input of 
time); (iv) the need to give parity of esteem to all 
subjects, for pedagogical if for no other reasons, 
which means that history or botany or language, 
subjects which can only be easily “objectified” by 
recall questions, receive as much weight as mathema- 
tics or physics which permit objective problem- 
solving questions. 


What are the consequences of this examination 
orientation? On those who do not pass through the 
selection hurdles, the results are obvious enough. 
“Educational systems, by grading students, also de- 
grade. Those who ‘fail’ to qualify in examina- 
tions ... become frustrated because the expectations 
which the system itself kindles in them cannot be 
fulfilled.”’26 


It seems likely, however, that the effects on 
those who succeed in the competition might be even 
more disastrous for the health and progress of the 
society and the economy. “For many years,” re- 
marked the report of the ILO Mission to Sri Lanka, 
those who succeed “have been conditioned to look 
on learning as a means not of gaining the knowledge 
to do a job, but of gaining the qualifications to get 
one. It is not surprising that they should see their 


26C. M. Labiani, Ends and Objectives in Education, quoted in 
UNESCO, Learning To Be, p. 72. 


TABLE I-5-16. RESPONSES TO QUESTIONS IN INTERNATIONAL YOUTH SURVEY 


Statement * . Germany, 
United United Fed. Rep. France 
of 


States Kingdom 


My parents expect too much of their 


children’s future =. | 2 2's 23 21 28 


Schools have now simply turned into a 
means of obtaining good employment 


of a goodimartiape 9 5. 36 41 25 


Percentage of the sample agreeing to that statement 


Switzer- Yugo- 


slavia 


Philip- 


Sweden Japan India pines Brazil 


35 36 12 45 49 74 82 81 


33 42 36 51 53 64 63 54 


Source: Government of Japan, Prime Minister’s Office, Youth Problems Bureau, International Youth Survey, 1973. 
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eventual job as something which entitles them to 
status and salary, not as an opportunity to earn 
them — much less as an opportunity for self-fulfil- 
ment or for public service.”?” As another writer 
-puts it: 


“ Success’ depends on spending late 
adolescence continuing the childhood process of 
competitive preparations for examinations, sub- 
missively tailoring one’s activities to the dictates 
of Olympian examiners. Schooling, thus, be- 
comes a training in conformity, in the careful 
avoidance of mistakes, in self-protection and 
self-advancement, which may have a positively 
disabling function, producing the careful 
ritualistic job-performers who are incapable 
either of initiative and imagination, or of de- 
dication to any larger purposes than their own 
career advancement.” 


The argument is, in short, that the examination- 
screening routine qualifies without educating, pro- 
mote attitudes which are inimical to the prospects of 
social development, and kills or fails to train the 
non-cognitive capacities of enterprise and creative- 
ness which developing countries need to foster in 
their professional elites. 


Concern about these “backwash effects” of 
examinations on the educational process is wide- 
spread and has prompted a number of structural 
reforms designed to mitigate them. The recent 
decision of Pakistan to follow Malaysia (West) and 
the Republic of Korea and replace the system of 
grade-by-grade promotion examinations by automa- 
tic promotion will reduce the examination-orienta- 
tion of early primary education, but not, probably, 
in the last year where the tests which determine 
entrance to secondary will retain, and even enhance, 
their importance.2® Indonesia has replaced the 
system of state examinations by internal school 
examinations since 1970, but this was largely be- 
cause of the difficulty of standardizing national ex- 
aminations, and the entrance examinations for 
higher-level institutions still exert great pressure on 
the curriculum. In Singapore, the subjects for 
secondary entrance examinations have been reduced 
from six to two (mathematics and English), thus 
taking examination pressure off the other subjects 
in primary school and restricting it to the two sub- 


27 ILO, op. cit., p. 135. 

28 Sussex Education Group, Qualifications and Selection in the 
Educational Systems of Developing Countries: A Programme of 
Research (University of Sussex, mimeo., 1973). 

2° Government of Pakistan, Ministry of Education, The Education 
Policy 1972 to 1980, p. 31. 


jects where rote memorization dangers can be 
minimized, 


In the Republic of Korea, the process of 
hierarchization of middle schools of the kind describ- 
ed above was already well developed, with students 
competing for entry to the “best” middle schools, 
ic. those with the best reputation for coaching 
students for the examinations to the best high 
schools. Entry was rationed by competitive ex- 
amination, and preparation for this examination was 
having very serious effects on teaching in the last 
years of primary. To eliminate this, the system was 
changed in 1969; pupils were allocated to middle 
schools by the mixed criteria of a lottery and their 
place of residence, thus liberating the primary 
schools from the incubus of coaching for the entrance 
examinations. When Tokyo prefecture tried a 
similar reform of senior high school entrance in 
1967, it was found that, with the change of intake, 
the “best” schools suddenly lost their magical 
capacity to get large numbers of their pupils through 
the entrance examinations of the “best” universities, 
thus demonstrating that it is not so much the quality 
of the teachers which make an elite school elite, as 
the ability level of the pupil intake attracted to it 
by its elite reputation. This confirms the findings of 
Jencks et al.*® that differences in the quality of 
schools have only a small effect on eventual levels 
of educational attainment. 


Although the diversity of experimental ap- 
proaches in China in the last five years makes 
generalization difficult, the pattern of selection for 
professional and higher educational opportunities has 
indeed changed to give greater emphasis to other 
qualities besides demonstrated academic achieve- 
ment, partly in order to redress the advantages of 
children from professional and middle-class homes 
by favouring the children of poor and middle-level 
peasants and workers, partly in order to shift the 
whole focus of school education away from the 
passing of examinations.*+ 


The question of the examination orientation of 
schools is, of course, intimately related to the 
efficiency of the schools in providing a useful educa- 
tion for the children who do not progress far in the 
academic hurdle race but leave school after four, 
six or eight years’ schooling to become the farmers 
and fishermen and self-employed craftsmen of their 
society. It is to that question that the next chapter 
addresses itself. 


39 See Inequality: A Reassessment of the Effect of Family and 
Schooling in America, 1972, pp. 147-160. 

51 Instructions given at the spring festival concerning educational 
work, February 1964. 
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Chapter Vi 


EDUCATION FOR SELF-EMPLOYMENT: 
THE TRADITIONAL AND INFORMAL SECTORS 


This chapter deals with the second major sphere 
of the relation between education and employment 
according to the distinctions made in the first 
chapter. The deprivation gap is manifested by 
those educated unemployed who, growing tired of 
waiting, drop out of the queue for modern sector 
jobs and eventually find employment in the tradi- 
tional and informal sectors. In other words, many 
of the young who enter the traditional and informal 
sectors were trained for a quite different way of life 
and given, by their education, attitudes and ex- 
pectations not only in themselves inappropriate to 
their actual working lives and conditions but such 
as, also, to fill them with a sense of frustration and 
failure at having to accept that form of work. 
Education also affects the size of the deprivation 
gap. Insofar as it can serve to enhance the pro- 
ductive capacity of individuals and groups, and 
especially insofar as it can be designed to enhance 
those productive capacities, required by the tradi- 
tional and informal sectors, it could, even in a 
small way, help: 


(i) directly to reduce the deprivation gap by 
raising the productivity of labour and hence of 
incomes, 


(ii) to prompt the exploitation of hitherto 
unexploited resources in a way that would reduce 
underemployment, 


(iii) by generating more income, also to 
generate more savings, hence also job-creating in- 
vestment. 


For the sake of simplicity, the discussion which 
follows will concentrate on the problems of rural 
areas, particularly rural schools, because these are 
the areas where the economy is dominated by tradi- 
tional and informal activities and they are the areas 
which still contain the bulk of the population of 
Asia. However, the arguments apply mutatis 
mutandis to the education of children of urban 
workers in these sectors — the artisans, small manu- 
facturers and self-employed service workers — and 
to schools in those parts of the city where such 
children predominate. 


(a) Priorities 


In fact, those destined for self-employment in 
the traditional and informal sectors are numerically 


the largest segment of each new cohort entering 
working age in almost every ECAFE country. In 
many countries, the sum total of job opportunities 
becoming available each year in the wage and 
salary sector by death and retirement, plus the new 
jobs created by expansion, is equal to less than 30 
per cent (or even less than 20 per cent) of the 
total number of new entrants to the job market. 
The remainder, perhaps as many as 70 to 80 per 
cent, must seek their jobs elsewhere. If they are 
lucky, they find work on their family farm or enter- 
prise, supplemented, perhaps, by such casual day 
labour as the situation offers; if they are unlucky, 
they end up in the insecurity of casual wage em- 
ployment or doing odd jobs or, if they are lucky 
and have initiative, in some kind of self-created 
self-employment. 


These are, of course, the children who “drop 
out”. In countries which have a long open-access 
span, they are the children who fall away before 
they reach the end of, the first cycle, e.g. the 70 
per cent of grade I children in Sri Lanka who fail 
to reach grade VII. In countries which are closer 
to universal primary education, such as the Republic 


of Korea and Malaysia, they are the children who | 


complete the six-year primary cycle but do not pro- 
gress to junior secondary. They may not stay in 
the educational system as long, but, as the standard 
measures of “internal efficiency”! indicate, their 
share of the total volume of educational experience 
is greater than that of the “successful” children who 
proceed higher in the system to qualify for modern- 
sector jobs. 


It is arguable, too, that, of the two groups of 
children — those selected and prepared for the 
modern sector and those who are not, the second 
are not only the major users of the educational 
system, but also the more important users. 


(b) Development theory and the importance of 
education for the traditional and informal 
sectors 


This would seem at any rate to be the conclu- 
sion entailed by recent tendencies to rethink the 


1 Tf, to take the usual measure of internal efficiency, it takes 80 
pupil-years to produce one grade VIII graduate, this means that the 
share of educational effort dispensed respectively to the successful 
destined for the modern sector and to those destined for the tradi- 
tional sector is in the ratio of 1:9. 
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objectives of development planning and the nature 
of the development process. Instead of seeing 
development as (see section (b) (1) of chapter III) 
a matter of the gradual expansion of an internation- 
ally standard modern sector slowly absorbing/re- 
placing the traditional society, there are many who 
urge the need for a different view of development — 
as a process of raising levels of productivity and 
living standards across the whole range of economic 
and social activities in all sectors and regions. 


This is not an entirely new trend of thought. 
In the second generation of Asian economic plans 
in the 1960s, as the early hopes of spectacular 
returns from industrialization began to fade some- 
what, there was a new emphasis on the importance 
of investment in agriculture and mounting criticism 
of the “urban bias” of most development planning. 
Correction of the “urban bias”, however, did not 
necessarily mean abandonment of the dualistic 
approach; it could, and often was, interpreted to 
mean the need to create a “modern sector” within 
agriculture. It is only gradually, and as a result of 
increasing attention being paid to the distributional 
aspects of development and to the failure of so 
mnany development plans to cater for the “poorest 
40 per cent” that a clearer emphasis has been laid 
on the need to find alternative strategies which can 
raise productivity and living levels as far as possible 
over the whole society simultaneously.2 It is only 
recently that the implications of this policy for the 
educational system have begun to be pointed out, 
as in a recent UNESCO survey which regrets that, 
when educators and manpower planners began to 
design answers to the development needs of Asian 
countries, they did not 


“seriously ... question whether the thousand 
doctors required to man rural dispensaries in 
terms of a country’s health development plan 
should necessarily be Bachelors of Medicine 
and Bachelors of Surgery, trained in the use of 
the most modern diagnostic and surgical 
equipment and techniques for over six years in 
a university or whether the hundred engineers 
required to construct low-cost houses in new 
agricultural settlements should have the same 
professional qualifications as those designing 
skyscrappers in the capital. If those questions 
had been asked in time, a less expensive pro- 
gramme of technical education would have 
evolved in each country, and larger numbers 
of sufficiently qualified (rather than over- 
trained) persons could have been employed at 


? See, for instance, the study by H. Chenery, J. Duloy and R. Jolly, 
“Redistribution with growth: an approach to policy” mounted by the 
World Bank and the University of Sussex, mimeo., 1973. 


a lower salary and put to serve in rural areas 
where their services were sorely needed.” 


It might be added that, if these questions had 
been asked in time, more attention might have been 
paid in primary and junior secondary schools, 
particularly in rural areas, to the educational needs 
of the children who are not destined for modern 
sector employee occupations, and on whose recep- 
tivity to new ideas and capacity for innovation and 
enterprise progress in the traditional and informal 
sectors of the economy depends. 


“Tt is now generally agreed”, writes a recent 
survey of the role of education in rural areas, 


“that the value of the marginal product of 
agricultural labour is not zero, and output could 
be substantially increased even with traditional 
technology. Such a rise in productivity would 
increase desperately needed food supplies for 
both urban and rural population, increase raw 
material supplies for industrial processes and 
raise agricultural income thus permitting an 
increase in demand for manufactured products. 
There is need to break out of the vicious circle 
in order to increase agricultural employment, 
labour intensity, duration of employment, 
agricultural output and income. 


A high proportion of processing and 
manufacturing takes place in rural handicraft 
and cottage industries and absorbs a large 
percentage of the labour force. A_ similar 
complex of institutional factors in rural small- 
scale industries leads to poor quality of raw 
materials, credit and marketing difficulties, poor 
styling, design and quality, low productivity 
and low income. In addition, the small-scale 
industries are often threatened by the modern 
sector which benefits from government tax 
incentives and subsidized credit. Although 
developing nations must continue to develop 
the modern sector, it need not be done at the 
expense of traditional small-scale industries. 
As in agriculture, it is possible to achieve an 
increase in labour utilization and productivity 
in order both to absorb the growing labour 
force and raise incomes. 


Against this background, the question 
arises: What should a country’s policy be 
regarding education in rural areas — the 
education and training of peasant farmers, rural 
craftsmen and migrants to the ‘informal’ sector 
of urban slums.”* 


3 UNESCO, Education and Employment in Asia, mimeo., 1973, 
p. 65. 

* W. H. Knowles, “Education and training for rural employment”, 
ILO, Bangkok, mimeo., 1973. 
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How, in other words, to give a relevant educa- 
tion to the crucial segment of the younger genera- 
tion? The recipe offered for Pakistan® sketches the 
following programme for a reform of primary 
education: 


“Efforts will be made to develop such attitudes 
in the students of elementary stage as will 
create in them motivation for productive 
services for the welfare of the community. 
This will be done by organizing student squads 
for various tasks under the supervision of their 
teachers. 


Dignity of labour will be emphasized and 
school studies will be made relevant to in- 
dividual and social needs. Workshops will be 
provided progressively in all middle schools so 
that pupils may engage in activities such as 
weaving, book-binding, wood-work, black- 
smithy, leather-work, food-preservation, child- 
ren, home management, etc. related to the 
local agricultural/industrial environment. 


The system of elementary education will 
be so designed that the knowledge and skills 
imparted, attitudes implanted, and the learning 
methods employed will ensure that those not 
proceeding to secondary education can be 
usefully absorbed into the economy of the local 
community. For those leaving school after class 
VIII, special courses of training in the skills 
of their vocational, interest will be provided in 
the school workshops. It is essential that 
children who drop out after class VIII should 
carry with them enough skills to return to their 
local or ancestral vocation as better farmers or 
craftsmen.” 


(c) The different requirements of preparatory and 
terminal education 


This statement clearly recognizes two respects 
in which the needs of the children who leave school 
for traditional occupations before or at the end of 
primary differ from those of children who proceed 
higher up the ladder. (For the sake of simplicity 
the two groups are referred to as the leavers and the 
continuers respectively.) 


The continuers need general education which 
is the basis for higher studies or more theoretical 
skills; the leavers need practical skills useful in the 
business of everyday life in the traditional sector, 
and, if they can be improved versions of those skills, 
their learning can help to transform that sector. 


5 Government of Pakistan, The Education Policy 1972-1980, p. 7, 
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The continuers will for the most part not work 
with their hands, or, if so, at rather skilled jobs; 
the leavers will mostly be engaged in manual labour. 


It is absolutely necessary for the self-respect of the 


latter, and only desirable for the former, that they 
should be convinced of the dignity of manual labour. 


However, there are other aspects of the 
difference in needs. 


The continuers will for the most part become 
employees; the leavers will not. They will become 
the heads of peasant and craft households who 
have to take entrepreneurial decisions — and, in 
the era of the “green revolution”, these decisions 
require skill and maturity. If they are not likely to 
inherit an ongoing family enterprise, their only hope 
of personal advancement is likely to lie in creating 
their own. The qualities required for these two 
ways of life are not necessarily identical — the 
capacity for co-operative work in an organized 
framework and obedience to constituted authority on 
the one hand; independence, the capacity for initia- 
tive and the taking of decisions, on the other. 


Continuers have the clearest of reasons for 
learning what is taught — the system of examination 
certification clearly lays down what must be learned 
to pass over the succéssive hurdles which separate 
the village child from his aspired-to destination in 
the modern sector. Whether he has to master 
quadratic equations or learn the length of the 
world’s longest rivers is a matter of indifference. 


The relevance of what is learned to life at home | 


and in the village is not an issue, for escaping from 
the village is what schooling is about. 


and place. 
relevance to the life of home and village is the only 
justification for learning, because it is there that his 


future work life lies. That relevance can be only © 


too easily judged — a priori by parents and even 
by children, a posteriori in the behaviour of those 
who have left the village school and taken what 
they have learned with them into the traditional 
work of the village. Whether or not they are 
indeed more productive and efficient than the 
farmers who have never been to school is open for 
any one to judge. No such empirical test applies 
in the case of the continuers. In short, both 
teachers and curriculum planners face more formid- 
able tasks when dealing with leavers than con- 
tinuers; the latter, the task of devising a relevant 


curriculum; the former, the task of motivating his — 


pupils to learn by convincing them, and their 
parents, of its relevance. 


Equally, its © 
relevance to eventual jobs cannot be judged, for — 
those jobs in the modern sector are remote in time | 
For the leaver, on the other hand, | 
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(d) Combining two types of education in the 
rural school 


When the differences are set out in this way, 
the difficulties which attend the attempt to combine 
these two types of educational endeavour in a single 
school are apparent. They are magnified by the 
fact that it is not until the end of the cycle that it 
is entirely clear which children are the continuers 
and which the leavers. In other words, the school 
has a third function in addition to preparing con- 
tinuers and completing the formal education of 
leavers, namely to provide the mechanisms whereby 
the one group is sorted out from the other, and it 
is this combination of the three functions which 
causes trouble. If the two groups were clearly 
distinguishable from the time they entered school, 
the leavers wearing blue caps and the continuers 
red, say, it might not be too difficult to provide a 
suitably adjusted differential education for the two 
groups. In reality, however, in most schools in 
most rural as well as urban areas in most ECAFE 
countries it is the initial hope of every child that he 
will be a continuer. 


It is the education for continuers, therefore, 
that the majority of children (or, more importantly, 
their parents) want. Given, in addition, (i) that 
the children who will prove to be the continuers are 
(especially where selection is rigorously by merit 
rather than by the purse) on average brighter, more 
articulate and therefore more likely to command 
the teacher’s attention, (ii) that continuers’ educa- 
tion is easier than leavers’ education (see above), 
and (iii) that because of the higher social status it 
leads to, continuers’ education has higher intrinsic 
prestige than leavers’ education, it is not surprising 
that continuers’ education tends to be over- 
emphasized to the point of total neglect of the 
needs of those who are destined to leave school. 


The unmistakable priority given to academic 
continuers’ education is clear enough even in the 
description of plans to develop terminal education. 
The statement quoted earlier outlining Pakistan’s 
plans for more relevant rural primary education, for 
instance, can only define the leavers negatively as 
“those not proceeding to secondary education’, 
“those who drop out”, The assumption appears to 
be that ideally every child should continue to 
secondary education so that every child should be 
rewarded with the modern sector job which every 
child, quite understandably, wants. A decade or 
two ago, when primary or junior or secondary out- 
puts more or less matched the increase in modern- 
sector jobs in most countries, this assumption was 
not unreasonable. It ceases to be reasonable in 
countries where 70 per cent of each age cohort, 


perhaps 40 or 50 per cent of those reaching the 
VIth grade in primary school, will find no modern- 
sector jobs awaiting them. Educators are slow to 
adjust their assumptions, largely because, as a 
UNESCO paper puts it: “unemployment is seen as 
an economic problem for which economic rather 
than educational solutions should be sought.”¢ 
In other words; “finding the jobs people want is the 
economist’s business; we do our part if we prepare 
them for those jobs.” 


(e) Increasing acuteness of the problem 


The unsatisfactory nature of the form of 
schooling which treats the educational needs of the 
majority of pupils as a matter of providing back- 
stopping consolation prizes for “failures” hardly 
needs elaborating. It is not hard to find, even 
from the educational histories of the early part of 
this century, complaints of the “denationalizing, de- 
ruralizing, and intellectually socially cramping re- 
sults” of the resulting pattern of education, which 
being “based on the needs and potentialities of less 
than one-fifth of its pupils and seeking to deal with 
the remaining four-fifths of its pupils in identically 
the same way is, as it might be expected to be, a 
failure and does justice to neither element.” 


“From the time the child enters school’, said 
the Sri Lanka Minister for Education some years 
ago, “the target is set on the university. Each year 
only one per cent of the school population enters 
the universities. So all the efforts, expenditure and 
preparations are for the benefit of this one per 
cent...The school should not worry about them. 
The school instead should concentrate on the vast 
majority ... They should be made to feel that the 
society wants them and they are doing something 
useful to the betterment of the country. They 
should not be made to feel that they are rejects who 
could not enter the university.’ 


It may be that these tendencies are at their 
strongest in Sri Lanka with its highly developed 
school system and closer integration of town and 
countryside. However, if Sri Lanka is a little 
further along the road than some ECAFE countries, 
it is a road which most societies are likely to tread. 
There is reason to think that there is a secular 
tendency for the problem to become more acute. It 
appears, for example, that there was little problem 
in providing a terminal education for the children 
who attended rural schools in Japan at the end of 


© Education and Employment in Asia, 1973, p. 12. 

7], E. Jayasuriya, Education in Ceylon, Before and After Indepen- 
dence, 1969, pp. 8-9. The quotations are from British colonial ad- 
rninistrators in the 1930s. 

® The Nation, 30 May 1971. 
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the last century. It was thought to be not a waste 
of effort but a useful life preparation if a child went 
to school for six years and then settled down to a 
peasant’s existence. He was expected to be a 
better farmer and a better citizen. Even if there 
was not a great deal in the school curriculum of 
specific agricultural relevance, the school sought to 
inculcate attitudes and expectations appropriate to 
independent peasants in rural areas, rather than to 
employees in towns. 


However, a number of factors distinguished 
Japan at that period from, say, Malaysia today: 


(i) the number of secondary schools, relative 
to primary outputs, was small, hence the opportuni- 
ties to become a continuer were much more limited; 
the leavers were a preponderant majority — suffi- 
ciently preponderant to dominate the ethos of the 
school. 


(ii) the ideology of the society was less 
egalitarian; the phrase “equality of opportunity” 
was still uncoined and fewer children saw them- 
selves as “in the competition”; educational aspira- 
tions were more class-linked so that in many rural 
schools it was almost a situation of the continuers 
(the small numbers of landlords’ children) and the 
majority of leavers arriving in the school already 
labelled for their destinations — the one wearing red 
caps and the others wearing blue as it were; 


(iii) there was less exclusive reliance on 
educational certificates in allocating jobs in the 
modern sector, more possibility of mobility through 
work performance, and 


(iv) the modern-sector/traditional sector 
dualism was less sharp; the superior attractions of 
a lower-level modern-sector job as compared with 
life as a middle-level owner-farmer were not so 
obvious. 


The conditions of Japan at the beginning of 
this century cannot be exactly reproduced in any 
ECAFE developing country today. The trends of 
change are universal. They can be traced in the 
history of the Community Schools of the Philippines 
and of Basic Education in India. 


The community school in the Philippines was 
a gradual evolution of a system of primary schools 
whose curriculum stressed the importance of linking 
school activities as closely as possible to the life and 
work of the community. Civics, hygiene and prac- 
tical work played a large role. Practical work began 
with needle-work, gardening and woodwork, ex- 
tended in the fourth grades to agriculture, domestic 
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work, masonry, weaving etc. As the scheme evolv- 
ed, these programmes were ordered into eight 
“areas of living”, namely: 


(i) — economic security; 

(ii) food and production; 
(iii) peace and order; 

(iv) hygiene and sanitation; 
(v) home improvement; 
(vi) civic life; 

(vii) moral life; 

(viii) recreation. 


Teachers were encouraged to be innovative in 
their methods, to discover problems within their 
community for discussion and study. The criterion — 
for the inclusion of matters in the social studies 
course was that it should relate to problems familiar 
to the children, and those problems were to be 
pursued without regard to-traditional subject-matter — 
divisions. 


The primary schools in which this work was — 
developed became ‘community schools” when 
primary and adult education were combined, with 
the school teacher assuming leadership in both. 


This combination was thought to be beneficial 
to both activities, not simply teaching individual 
children but, as Myrdal remarked, “teaching families — 
or communities as units”.® 


The aim of the community school was to pro- 
duce a socially economically and culturally integrated 
person who could make a natural transition, as his 
formal primary education ended, merging into the 
community and participating more fully in its life 
and work. 


The Philippine model of the community | 
school received a great deal of attention and the | 
example was followed, directly or with some 
modification, in neighbouring countries, particularly | 
Burma, Indonesia, Laos and the Republic of Viet- 
Nam, but it appears to have faded away in its home- 
land. As a recent UNESCO description of the 
scheme remarks, such a school remained effective | 
“only up to the point where aspirations are not — 
directed to enhancing employment opportunity in 
the modern sector.”!® All mention of the com-_— 
munity school has disappeared from the recent | 


°G. Myrdal, Asian Drama, vol. 3, 1968, p. 1691, For other de- | 
scriptions of these schools see Antonio Isidro, et al, Compulsory Edu- | 
cation in the Philippines (UNESCO, Paris, 1952), pp. 40-41. { 
10 UNESCO, Education and Employment in Asia, mimeo. 1973, 
Di Sos | 
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report of the Presidential Commission to Survey 
Philippine Education. 


A similar fate has befallen the idea of Basic 
Education, otherwise known as the Wardha System 
of India. Its original inspiration came from Gandhi 
who was averse to “stuffing the children’s minds 
with all kinds of information without ever thinking 
of stimulating and developing them” and believed 
in the need for “educating the child properly through 
manual work, not as a side activity, but as the prime 
means of intellectual training.”" 


Its roots in Gandhism meant, of course, that 
the movement was based on a particular view of 
the desirable pattern of development, namely, the 
belief in a decentralized pattern of modernization 
rooted in the village, a pattern seen as morally pre- 
ferable to the kind of modern sector development 
which would make the individual a mere cog in 
the machine. As such it was bound to be criticized 
as India set out on the path of rapid industrializa- 
tion emphasizing heavy industry. The schools 
were criticized as means of curtailing the oppor- 
tunity of rural children to enter modern-sector em- 
ployment, as obstacles to any real modernization of 
attitudes, as quite out of place in a community 
which had settled on rapid industrialization as its 
goal.!2 This attack is, of course, reminiscent of the 
reaction to all British colonial administrators who, 
periodically in the previous century, had argued the 
need for relevant rural education and were invariably 
suspected (often on good grounds) of simply trying 
to hold back the progress of the Indian people. 


By the time that the Indian Education Commis- 
sion made its report, the original conception of basic 
education had been abandoned. The Commission 
reinterpreted the spirit of the original proposals to 
mean an emphasis on productive activity and 
intimate links between the school and community 
which it urged should enthuse all stages of education 
and might be expressed, in universities for instance, 
by undertaking the manufacture of furniture or 
teaching aids. Clearly the Indian primary school 
had by then been too universally transformed into 
the bottom rung of the ladder leading to modern- 
sector jobs for other conceptions to be easily im- 
posed.14 


(f) Possible solutions 


A recent survey of the problems of making the 
education given in rural primary schools relevant 


11 See Myrdal, op. cit., p. 1737. ee ae 

12 See Myrdal, op. cit., pp. 1740-1741 and S, Natarajan, “Basic 
education in contemporary life”, Teaching, September 1958. 

18 Indian Education Commission, Report, paras. 8.72-8. 
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to the futures of the majority of their pupils reaches 
the pessimistic conclusion that: 


“The basic objective of primary schoo] educa- 
tion is to produce literacy and arithmetic 
skills ... In spite of pre-vocational, ruralized 
education, anyone who has acquired those 
skills as a result of five to eight years of 
schooling is not going to be content with back- 
breaking manual Jabour, low income and 
absence of community amenities.””4 


From which the conclusion follows that only 
after rural development has made the agricultural 
life more attractive will investment in rural primary 
education pay off. For the time being, rural deve- 
lopment of road, irrigation, drainage, credit, market- 
ing facilities and agricultural extension should have 
absolute priority in the allocation of funds, 


Most people in Asia, however, and certainly 
most people charged with direct responsibility for 
education, (though not, perhaps planners or politi- 
cians or agricultural officials) would resist this con- 
clusion, while generally conceding the nature of the 
problem. Alternative solutions, which would still 
claim for education a crucial role in the transforma- 
tion of the traditional sector, may be summarized 
under the following headings: 


(i) bringing forward the point of selection to 
an earlier stage. If the continuers and the leavers 
are segregated early enough, special education ap- 
propriate to the latter can be given more easily. 


(ii) revising the earlier schemes for appro- 
priate rural education, but avoiding earlier failures 
by improving the quality of vocational and pre- 
vocational courses. 


(iii) revising earlier schemes, but seeking to 
avoid failure by altering, chiefly, the quantity of 
relevant courses. This is essentially the idea behind 
the slogans “vocationalization” and “terminalization” 
which bespeak a determination decisively to alter the 
balance between preparatory and terminal education 
in primary/early secondary. 


(iv) trying to alter the priorities of parents, 
teachers and children by changing the structure of 
incentives which dominate late primary/early 
secondary learning (i.e. by altering the links between 
educational certificates and career opportunity), in 
combination with determined attempts to terminalize 
primary/junior secondary education. 


(v) accepting a pessimistic view of the 
prospects for making the primary education of young 


14 Knowles, op. cit., p. 5. 
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children usefully relevant, to concentrate on non- 
formal adult education. 


Examples of these various alternative policies 
will be considered in turn. 


(1) Earlier selection 


The policy of early selection becomes possible, 
of course, only when educational expansion has 
reached the point at which, as in the C countries 
and the upper tier of B countries in the classification 
scheme of the Asian Model in chapter IV, a large 
proportion of the age group is getting seven or eight 
years of education and the minimum schooling re- 
quired for a modern-sector job has already risen to 
nine or ten years. In such circumstances, it be- 
comes possible to conceive of the possibility of 
giving five or six years’ primary education chiefly 
concerned with reading and writing skills, and then 
separating those who show the ability to proceed to 
higher education from those destined to be leavers 
at a lower level. 


Sri Lanka has twice attempted such arrange- 
ments in the course of the last quarter-century.® 
The 1951 scheme was the compromise outcome of 
an original proposal to divide pupils into different 
schools after five grades of education. It provided 
for selection, instead, after eight years. At the end 
of grade VIII, a fitness test was to divide pupils 
between: 


(i) Secondary schools leading to the university 
and professional colleges, 


(ii) Senior schools leading to polytechnics and 
technical schools, 


(iii) Practical schools leading to agricultural 
and trade schools. 


The policy was stated as follows: 


“Ability to profit by a form of educaty is a 
fair test, and prevents wasteful expenditure of 
public funds. Moreover, it is wasteful for the 
pupil who cannot benefit by a particular form 
of education to spend time on it, when such 
time could be more usefully devoted to activi- 
ties suited to his or her particular capabilities. 
Equality of opportunity is most desirable, but 
we should recognize that while all men may be 
born equal they are certainly not equal in 
ability. The aim should be to endeavour to 
ensure that ability has an equal chance of being 
discovered and developed, whatever may be the 


15 See J. E. Jayasuriya, op. cit., pp. 99-118 and UNESCO, Educa- 
tion and Employment in Asia, pp. 39-41. 
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economic and social. environment of the in- 
dividual.” 


On the face of this policy, the dangerous re- 
percussions of the expanding educational facilities 
on employment had been foreseen and averted. In 
place of the social and economic barriers which had 
hitherto kept a balance between those seeking 
modern-sector employment and those lapsing to 
traditional occupations, an enlightened restratifica- 
tion on the merit of individual pupils had been 
ushered in. However, the policy remained a dead 
letter. 


The opposition to channelling pupils came from 
the educators themselves. First, they were honestly 
unsure of the validity of the tools of selection they 
employed in the fitness test. Second, they found 
that the selection they made retained the same 
characteristics of the earlier stratification according 
to which the poor and the rural population were 
relegated to the bottom as fitness test performance 
could be substantially improved with private coach- 
ing which the more affluent could afford. Third, 
they felt morally bound to safeguard the interest of 
the late developer and the slow learner and were 
concerned that no scope was allowed in the system 
for lateral transfer or re-entry. Fourth, they could 
see no logical justification to assume that the em- 
ployment opportunities for graduates of the three 
different streams of secondary studies would bear a 
numerical relation to the selection made on per- 
formance at a fitness test. Finally, they joined 
hands with parents and politicians in demanding the 
parental right to choose the type of education for 
their progeny. Thus, what appeared to be, and 
was still upheld by many, as a simple, straight- 
forward and efficient way of gearing educational 
expansion to national needs could not be implement- 
ed because the five serious objections of educators 
could not be effectively met. 


Sixteen years later, a new procedure for diversi- 
fication of pupils was presented in Sri Lanka, with 
the 1951 experience in mind. Its salient charac- 
teristics were: 


(i) The preparation for selection starts at the 
Standard 6 level when all schools will 
adopt a common curriculum and work 
according to detailed course-guides which 
will be supplied by teams of competent 
teachers and educationists appointed for 
the purpose. This will guarantee to a 
very great extent the uniformity of 
standards in various schools. 


16 Government of Ceylon, Parliamentary Series No. 2 of 19.7.50, 
p. 8. 
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(ii) The pupils in Standards 6, 7 and 8 will 
be subjected to a very close scrutiny and 
they will be guided by trained teacher- 
counsellors who will also conduct regular 
conferences with parents, not less than 
once a term. 


(iii) An elaborate system of records will be 
maintained right through the period so 
that the decision that is made at the end 
of the period is not a haphazard decision 
of a single teacher or an administrator; 
nor will it be entirely dependent upon the 
Grade VIII Examination. 


(iv) The different types of schools will be 
provided in time before the pupils are 
classified. 


(v) A pupil will have two opportunities to get 
himself accepted for the type of secondary 
education he wishes, in addition to a fur- 
ther opportunity which will be provided 
at the end of the ninth year to improve 
his classification. 


(vi) Classification will apply to all pupils, 
whether in government or private schools. 


(vii) Being mindful that the best system of 
classification can still lead to a certain 
percentage of error, every possible safe- 
guard is being taken specially to protect 
the interests of the late-developer.1” 


Few believed in “every possible safeguard” 
however. The measures were denounced on the 
grounds, among others, that practically all the 
children of the working class or of the peasants 
would be compelled to leave school at the age of 
14 plus. Eventually, the Bill in which these pro- 
posals were embodied was allowed to lapse without 
further debate. 


Opposition to “dead-end” schools is indeed a 
universal phenomenon. What is to the educator 
“diversification” or the adaptation of curricula to 
different abilities, is to the child and his parents the 
final verdict of “failure”. Hence, every effort is 
made to postpone the point of labelling to keep as 
many children as possible as long as possible in 
the competition, to maximize the chances that one 
extra stretch of effort, the late flowering of some 
unsuspected talent, might make all the difference 
and secure the future. The discussion of vocational 
and technical schools in the last chapter remarked 


17 Government of Ceylon, Proposals for Reforms in General and 
Technical Education, 1966, p. 12. 


on the difficulty of sustaining any form of education 
which led only to the lower levels of the modern- 
sector hierarchy, and the inevitable tendency of 
pupils to try to slip back into the “mainstream” 
leading to the university and professional status. 
The difficulties apply a fortiori to any attempts to 
assign children to schools ostensibly defined as 
leading to no modern-sector occupations at all. 
(Or, perhaps one should say that, once the concept 
of education as a channel of social mobility has 
taken hold in a society, it becomes impossible. It 
can be argued that such early-selective systems have 
been possible in the older societies of Europe only 
because they were an outgrowth of earlier class- 
segregated educational systems where working-class 
schools were originally designed to educate diligent 
and thriftly workers, not to provide the first rung 
of an integrated educational ladder. Even in those 
countries demands for greater equality of educa- 
tional opportunity have caused early selection to be 
abandoned, or camouflaged under the guise of the 
comprehensive school.) 


(2) Improved curricula quality 


If segregation is not possible, if the future con- 
tinuers and those who will remain in the traditional 
sector must continue to share the same schools for 
eight or nine years, can anything be done in the last 
years of primary to make the curriculum more re- 
levant to the latter group? The intentions of the 
Government of Pakistan to do precisely that, were 
quoted earlier. Such intentions are not new, 
however. The Central Schools established in Sri 
Lanka in 1940 were intended: 


“to correlate the education imparted to the 
needs of the locality; to prepare pupils for life 
and according to their ability and natural 
aptitudes; by creating a love for their village 
environment and by concentrating on occupa- 
tions, traditional or otherwise, which could be 
developed nearer the pupil’s home to counter 
as far as possible the tendency of village lads 
to migrate to towns and semi-urban areas in 
search of employment and thereby to swell the 
ranks of the unemployed and become useless 
to themselves and to the community.”1® 


The Central Schools were so far from fulfilling 
that function that it is a matter of general surprise 
today to discover that they ever had it. What 
grounds are there for thinking that renewed efforts 
such as those of the Government of Pakistan might 
be rewarded with a larger degree of success? 


18 Jayasuriya, op. cit., p. 98. 
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One possibility is this. There is now a more 
widespread understanding among officials and 
economists and even, vaguely, among the general 
public, of the demographic arithmetic which decrees 
that a certain percentage of each group must, for 
the time being, seek jobs in the traditional sector. 
If that demographic arithmetic could be taught in 
grade VI or VII social studies and mathematics 
courses, children might acquire a new realism about 
their life-chances, and be receptive to curriculum 
content which assumes them to be destined for 
village occupations. 


The other possible grounds for being now 
hopeful about schemes that have failed before is 
that newer schemes are better devised. In particu- 
lar, attention is being given to recent developments 
in Sri Lanka where a new reformed curriculum was 
introduced in 1972. 


Sri Lanka has adopted a modular approach for 
the introduction of pre-vocational content into the 
school. A module may be defined as a unit in 
learning/teaching designed around a coherent block 
of activities or concepts extracted from an occupa- 
tional situation. Three such modules are: roofs of 
buildings; paddy farming up to sowing or trans- 
planting; and brick making. A few other topics 
suggested for this modular treatment are rubber 
tapping and the manufacture of smoked rubber 
sheets; household furniture; household electricity; 
lobster fishing; and retail marketing of vegetables. 


The significant difference between this approach 
and that in the conventional quality improvement 
programmes in education is that, in this new sug- 
gestion, the starting point would be a coherent 
block extracted from an occupational scene, where- 
as, in the former, a traditional discipline provides 
the start, and reference is made to practical situa- 
tions only by way of illustrating the content areas 
in the discipline or making those areas more 
meaningful. 


The Sri Lanka design provides a flexible modus 
operandi for gradually shifting from the present 
discipline-based, academically-oriented school curri- 
culum to one in which the vocational component 
will be heavy and will increasingly determine the 
content that has to be taught in the traditional dis- 
ciplines, without traumatic effects on the teachers 
and other personnel in the educational scene. This 
flexibility can be utilized in effecting both the changes 
in the curriculum desired across the different grades 
of the school, as well as the rate of change across 
time at any one level of the school or in any one 
curriculum. For example, at the beginning, the 
modules, as they are being evolved, can be taught 
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‘within the existing curricular framework of dis- 
ciplines, viz. “roofs of buildings” under mathema- 
tics, “rubber tapping and manufacture of smoked 
rubber sheets” under agriculture and “retail market- 
ing of vegetables” under civics. As the number of 
modules increases, it would be possible to group 
them and, from these groups, derive the guidelines 
to determine the ‘‘academic” part of the curriculum. 
Similarly, while in grades VI and VII the modules 
need not be structured on the basis of occupational 
families, once a sufficient number of modules have 
been developed, in grades VIII and IX, they may 
be grouped into occupational areas. Thus, in 
grades VIII and IX, while one pupil may concentrate 
on agriculture, another may be interested in the 
occupations of the locality related to building con- 
struction. 


The design of the modules as envisaged in the 
present suggestion will ensure the inclusion of a 
substantial cognitive component into these studies. 


These modules attempt to bridge the gap be- 
tween the world of work and the world of learning, 
and will benefit both sides. For example, teaching 
the module on roofs of buildings in a village will 
make it obligatory for the teacher to explore the 
neighbourhood of the school. He will be obliged 
to examine the different types of thatched roofs, 
different materials used for roofing, etc. Thus the 
powerful cognitive apparatus of the school system, 
which, up to now, has been reserved for the study 
of books, will, at least for a part of the time, be 
focused on the community. This is likely to bring 
about a better understanding between the com- 
munity and the school. Even from the students’ 
point of view, what he learns by working through 
this module is likely to benefit him more, not only 
because the content is directly usable but also be- 
cause he will be able to continue his learning as it 
pertains to his immediate environment. The danger 
of the content of pre-vocational studies being too 
many steps ahead technologically from the real life 
situations will also be minimized. 


All the “process products” of education, such 
as learning to learn, adaptability, and skills in 
problem solving, that a traditional curriculum claims 
to impart can be, of course, equally well cultivated 
through this content. There is the added advantage 
that these mental skills will be practised not in 
academic content areas, which are often several 
stages removed from the direct experience of the 
pupil, but in live situations that can be brought 
within the pupils’ experience. The possibility of 
transfer of learning is thereby greatly enhanced. 
The pupils will also be able to see the potential 
scope in some occupations available to them, and 
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receive an initiation, together with some needed 
concepts and skills. Thus, the school and the 
community are consciously designed to interact as 
an integral part of the learning activities of the 
school. 


The Sri Lanka formal education reform is en- 
visaged as a three-phased programme extending over 
four to five years and includes a radical examination 
reform as well. It is too early yet to evaluate the 
progress, although not too early, already, to re- 
cognize the problems involved. 


The major problem, perhaps, will be how to 
handle the pre-vocational modules for examination 
purposes. Under the proposed restructuring of Sri 
Lanka education, some 10 per cent of children 
completing the ninth grade (and it is hoped that 
all children will reach that ninth grade before too 
long) will be selected on the basis of their general 
school performance for higher education — in effect 
for the scarce modern-sector jobs. Will pre-voca- 
tional studies be a part of this crucial examination 
or not? If not, it is a fairly safe prediction that 
they will suffer the fate of all practical subjects in 
academic schools: they will not be taken seriously 
by the ablest children who set the tone of the class, 
nor consequently by the teacher (anxious to improve 
his examination success record) or the children 
either. If, on the other hand, they are given “parity 
of esteem” with academic subjects by inclusion in 
the examination, real parity of esteem requires that 
they be made difficult. This is likely to mean the 
bookish elaboration precisely of those cognitive 
elements on which considerable stress is already 
laid. This could have consequences which are in a 
double sense self-defeating: (i) by becoming “in- 
tellectualized”, the subject is’ removed from the 
practicalities and even the possibilities of everyday 
life in the village; (ii) it becomes a subject which, 
pitched to discriminate between the able and the 
not so able, has to be failed by a proportion precisely 
of those less able children whose fortunes it is 
designed to secure, thereby not only exacerbating 
their sense of failure but attaching it exactly to those 
spheres of activity which must form their future 
livelihood. 


It may, of course, be possible ingeniously to 
devise a formal examination which does not have 
this effect. This problem will be faced in two 
years’ time, when the first group trained according 
to the new curriculum reaches grade 9. 


Some would hold that even this problem fades 
into insignificance beside the difficulty of identifying 
the right kind of vocationally relevant course con- 
tent, ie. finding an adequate match between the three 
elements: intimate connexion with the life of the 


community; the young child’s capacity to under- 
stand; and the teacher’s competence to teach. The 
difficulty of doing this in the central field of pre- 
paration for farming was recognized by the Indian 
Education Commission which concluded that, in- 
stead of trying to teach agriculture, it was better to 
try to give an agricultural orientation to the curri- 
culum in general. 


“The introduction of agricultural education at 
the primary school level is not... likely by 
itself to achieve the objectives of inculcating a 
liking for agriculture as a way of life or of 
halting migration of rural people away from the 
land ... The same broad conclusion will be 
valid at the lower secondary stage also... 
Farming implies hard work and matured 
judgement and the age group concerned (13 + 
to 16+) is neither physically nor mentally pre- 
pared for this ... [But] some orientation to 
agriculture should form an integral part of all 
general education ... This does not require a 
special agricultural course but only orienting 
existing courses in general science, biology, 
social studies, mathematics, etc., towards the 
rural environment.”?? 


(3) Shifting the emphasis by a shift in quantity 


The problem with such a solution is that 
agriculturally-oriented biology can be ritualized and 
rote-learned and turned into a means of gaining 
qualification without understanding, just as much as 
any other kind of biology. It can be argued that 
the only way effectively to alter the dominant ethos 
of schools is to effect a decisive shift in the quantita- 
tive balance of the curriculum. Only if those 
children who are destined to be the administrators 
and managers of society are also required to spend 
a dominant part of their time in upper primary and 
junior secondary schools away from their mathema- 
tics and foreign languages, intimately immersed in 
learning about the resources and the occupations of 
their immediate environment, will the latter kind of 
education ever be taken seriously and ever have the 
desired impact on those for whom it is intended. 


The problem then is: how to fill that many 
curriculum hours with relevant content? Are the 
school teachers really competent to teach, say, 
agriculture in a manner which is at once practical 
and innovatory and inspiring? 


A common answer is to bring work experience 
into the curriculum. The Indian Education Com- 
mission, for instance, urged that “work experience, 


12 Government of India, Ministry of Education, Report of the Edu- 
cation Commission 1964-1966, paras. 14.46 to 14.51. 
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which involves participation in some form of pro- 
ductive work under conditions approximating to 
those found in real-life situations should be in- 
troduced as an integral part of education at all 
stages”.*° However, as is usually the case, it still 
envisaged such experience as being in school work- 
shops and gardens which, although “approximating” 
real-life conditions, nevertheless preserve the in- 
sulation of school activity from the world outside. 


The fact that many such schemes for school- 
organized work experience have been abandoned 
after some years of experiment seems to point to 
the conclusion that effective education for rural life 
must involve a more intimate merging of the school 
and the community it is designed to serve. It has 
been pointed out, for example, that to organize 
“work experience” at school is in most rural com- 
munities superfluous. Children get their work ex- 
perience at home.*? It might be possible, indeed, 
to capitalize on that; to symbolize the aims of 
school education and the need for co-operation be- 
tween home and school by having parents report to 
the school on the child’s homework performance in 
the same way as the teacher reports to the parents 
on his progress in reading. 


The most thoroughgoing moves in this direction 
are, of course, the education reforms in China. 
The striking features of recent developments in 
China have been the massive efforts to break away 
from the formal elitist education system; the 
welding of the formal and non-formal systems of 
education into a coherent and integral whole 
directed towards social and economic development; 
and the policy decision to leave the achievement of 
the goal of national development through education 
to the initiative of the masses. These have been 
done by using the village as the vehicle for primary 
and other types of educaton. Likewise, the net- 
work -of agricultural middle schools, a prototype 
institution for rural areas that combines production 
education and research under one roof, has been 
spread all over the country. The initiative for 
starting and often running these secondary institu- 
tions is taken at the level of the commune com- 
munity. 

The responsibility for imparting primary 
education in the rural areas rests predominantly on 
the “Production Brigades” who must secure mst 
of the financing from within the brigade. Factories 
also have schools. The schools help to meet their 
own expenses while “reuniting with the labouring 
masses” and have been inaugurating their own 
factories and small farms in turn. The schools are 
thus partly self-financing, and the fees paid by 


20 Thid., para. 8.72. 
21 Knowles, op. cit., p. 13. 
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parents are low. With the philosophy and opera- 
tion of the commune based on maximum economic 
development and maximum utilization of human 
resources, the education system at the primary level 
has been cast in a new practical and relevant mould. 
The commune runs primary-level education for 
children and for illiterate and semi-literate adults; 
middle-level functional education for specific train- 
ing, production work, and applied research to solve 
specific local problems. 


Course work is now made up of a five-plus- 
two-year elementary and middle school programme, 
with communes providing the most “politically 
sound” youths with an additional two years of senior 
middle school. Classroom examinations in many 
locales have been abolished, largely to ensure more 
favourable educational opportunities for working 
class children. Evaluations are not for pupil 
selection, but for measuring the effectiveness of the 
learning process. 


Many production brigades are decentralizing 
and are dispersing their primary schools, siting 
them closer to pupils’ homes and concomitantly de- 
centralizing administration and bringing the teaching 
staff more readily under direct supervision of the 
poor and middle peasant associations and local party 
branches. No fixed structure is provided for 
education: it varies from commune to commune 
according to needs. 


In some middle schools, the progression from 
school to work is gradual. In the last year of some 
schools, half the time is spent on practical work in 
order to broaden the experience and sympathies of 
students regarding the work of their immediate 
locality. Thus, students in Shanghai might spend 
three months of their last year on a rural commune 
as well as three months in a factory. 


The purpose of these changes is not simply to 
teach cognitive skills of practical economic relevance, 
but also to mould attitudes, to counter the disdain 
for manual labour which was no less strong in 
China than in other Asjan societies, to develop a 
realistic appreciation of the country’s development 
problems, to prevent the formation of privileged 
groups with an elite consciousness nurtured by their 
distance from the realities of manual labour, and to 
bring education and the production process into 
such an integral relation that the schools can be 
made automatically responsive to the development 
needs of the people as a whole. 


It is significant, too, that other measures have 
reinforced the rejection of the dualistic pattern of 
development which places all the emphasis on the 
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growth of a modern sector. The correction of the 
“urban bias” was dramatically symbolized in the 
“rustication” of many millions of educated urban 
youths who were sent to live, on a permanent basis, 
in rural areas; by the intensification of the Asia-fang 
system whereby urban officials spend a part of their 
time doing ordinary farm work in rural areas (a 
similar system has since been adopted in Nepal) 
and by the development of the basic medical care 
programme with its legions of barefoot doctors. 


(4) Changing the certification system and hence 
the incentive patiern 


Insofar as the Chinese rural education system 
has been a success (and numerous reports suggest 
that in terms of sustaining enthusiasm it has been 
successful), one precondition for that success may 
have been the concomitant changes in the pattern 
of selection for higher educational and professional 
training institutions. Until the mid-1960s, academic 
achievement was, in China as in any other Asian 
society, the road to positions of power and prestige 
(and of relative comfort, even if only with moderate- 
ly enhanced salaries), Early in the “cultural re- 
volution” the whole examination system was 
criticized because it encouraged young people to be 
concerned with “making one’s own way and achiev- 
ing fame, wealth and position’”*? The college en- 
trance examination was abolished in 1966, 


Subsequently, the pattern of selection for higher 
education, as the college and universities reopened 
after the “cultural revolution”, has depended not on 
getting marks in examinations, but on other factors. 
Political commitment, measured in part by the 
enthusiasm with which a child joins in school work 
programmes, may determine the opportunity to 
enter senior middle schools. Beyond that, the pro- 
vincial and national universities, and the teacher 
training and technical training institutes select by a 
quota system. Factories or rural communes are 
allocated university places according to their assessed 
needs for skilled personnel. Youth are eligible to 
be chosen only after they have completed two to 
three years’ work following on their junior or senior 
middle school education, and they are chosen by 
the university authorities from lists selected by the 
commune or factory committees and approved at 
general meetings. 


This means, in effect, that the way to become 
an engineer in Chinese society is not to concentrate 
on coaching for the physics and mathematics ex- 
aminations, buc to play one’s full part in the life 
of the school and the community, to try to get on 
a work/study programme in middle school which 


2° Peking Review, 24 June 1966, p. 21. 


would enable one, after graduation, to work in a 
factory, there to learn eagerly on the job and to 
impress one’s superiors with one’s capacity to go 
further and willingness to be useful to the com- 
munity when, eventually, one returns from the 
university or training institute. The need for those 
thus selected for further training courses to have 
a sufficient base of general intellectual skills has led 
to numerous adjustment processes (probationary 
and preparatory periods and some re-institution of 
qualifying examinations), but the system whereby 
the more desirable posts in the economic system are 
allocated remains very different from what it had 
been earlier. Ambition no longer counsels the 
child, his parents and teachers to concentrate in 
upper-primary and middle-school education on 
narrow critieria of academic performance to the 
neglect of the work-oriented and community-oriented 
parts of the school programme. 


It is, perhaps, fitting that the country which 
invented the device of using academic performance 
tests for civil service recruitment, long before 
scholars of Europe began to advocate copying the 
practice, should also be the first to abandon it. 
There are signs .that the time-lag may not be so 
great this time.?® 


(5) Non-formal alternatives 


For most countries in the Asian region, the 
adoption of a strategy similar to that of China would 
imply a more radical restructuring than they would 
wish to contemplate, even if they did share the 
objectives of Chinese development strategy. It can 
also be argued that anything much less than such a 
restructuring is likely to have little effect in really 
reorienting the formal school system and diverting 
it from its overwhelming preoccupation with selec- 
tion and preparation for modern-sector jobs. 


One possible conclusion to be drawn from this 
is that it would be better, instead of seeking to ex- 
pand and reorientate the education of young 
children, to concentrate instead on the education of 
adults: men and women who are already committed 
to farming and other occupations in the traditional 
and informal sectors. 


This has a particular attraction in those coun- 
tries where extensive primary education can hardly 
be afforded. It hardly makes sense to develop 
curricula oriented to rural or any other vocations 
for children aged less than 12 or 13. This means 
that the discussion of the last few pages in effect 


°3 See, for instance, the initiative of the OECD mentioned in foot- 
note 1, chapter IIT. » 
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applies only to those countries whose primary/junior 
secondary system still keeps a large proportion of 
each age group in school through to grades VII 
and VIII. It has little relevance to those countries, 
such as Burma or Nepal, where most children who 
are not destined to proceed up the educational 
ladder to modern-sector jobs have already dropped 
out of the educational system by grade VI anyway. 


The activities of formal adult education depart- 
ments of education ministries (for the small size of 
their budgets see the “other types of education” 
column in table I-4-5) have mainly focused on 
occupational upgrading, either of those in wage 
employment or self-employed artisans, with additions 
of social and cultural courses. In rural areas, 
perhaps, the main thrust has been on adult literacy 
campaigns. 


This is not unjustified since the ECAFE region 
continues to have widespread illiteracy despite its 
prodigious expenditure on education. It is estimated 
by UNESCO that, in the economically active age 
group, 15 years of age and older, there were nearly 
355 million illiterates in 1970 as compared with 
307 million in 1950.°* (In percentage terms, 
however, there are modest signs of progress, as 
table I-6-1 shows. ) 


TABLE I-6-1. ILLITERACY RATES AROUND 1950, 
1960 AND 1970 
(percentages) 
Ages 15 and over 
Country Census 

Total Male Female 

Burma Bilin se, & 1954 42 17 66 
India <<) ja,¢aax i 1951 81 71 92 
1961 We: 59 87 

197] 71 60 82 

Indonesia. <) a 1961 61 47 74 
ratte, gets ae ames 1956 87 80 95 
1966 7 67 88 

Fayasiton 45 tap cet ae 1961 2 1 3 
Khmer Republic. . 1958 69 42 95 
1962 59 30 87 

Mongolia = a 1956 5 _— _ 
Pakistanis ~ 2) \kawets 1951 81 75 88 
1961 81 71 93 

Philippines . . . 1948 40 36 44 
1960 28 26 30 

1970 17 15 18 

Republic of Korea . 1955 23 13 33 
1960 29 17 42 

Republic of Viet-Nam 1960 36 = _ 
Singapore hay Fee: 1947 54 35 78 
1957 50 32 71 

Whailandes ye aes: 1947 48 31 64 
1960 32 21 44 


Source: UNESCO, Progress of Education in the Asian Region, 
Statistical Supplement, tables 14 and 15, pp. 30-34. 


24 UNESCO, Progress of Education in the Asian Region, Statistical 
Supplement, op. cit., table 2, p. 19. 
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It has been a common experience, however, 
that campaigns that concentrated exclusively on the 
literacy objective had great difficulty in holding the 
interest and commitment of the underschooled, un- 
schooled, and illiterate in schemes designed for their 
benefit. 


From these experiences with “disembodied 
literacy”, conjoined with a new appreciation of the 
importance of improving productive capacity in the 
traditional and informal sectors, emerged the con- 
cept of “functional literacy” or “work-oriented 
literacy” endorsed by UNESCO's World Congress 
of Ministers of Education on the Eradication of 
Illiteracy in Iran. In Asia, experimental projects 
are currently being carried out in Afghanistan, India, 
Iran and Laos. Considerable resources have been 
devoted to the reciprocal process of deriving literacy 
instruction materials from a specific occupation and 
using literacy to support instruction in that occupa- 
tion, and some progress has been made on both 
points. However, it is to be remarked that incon- 
testable success by economists’ criteria, viz. bene- 
fits exceeding costs, has so far been attained only 
among employees where the direct inducement could 
be offered of an increase in salary when certain 
levels of literacy and occupational competence 
were reached. 


However, there are numerous approaches, 
organized by numerous agencies, not merely, not 
even chiefly, by ministries of education. In Thai- 
land, the Community Education Division is an in- 
tegral part of the Community Development Depart- 
ment; in Malaysia, adult education activities in rural 
areas are the concern of the Ministry of National 
and Rural Development, and so on. 


Bangladesh is a country which has recently 
announced plans to develop a new programme of 
functional mass education by utilizing the experience 
derived from the famous Comilla experiment.*> It 
is intended to base the programme on entire irriga- 
tion groups or. co-operatives; literacy teachers will 
be recruited locally so that they have an intimate 
knowledge of the people and the area which they 
seek to transform, and extension agents are to co- 
operate in providing the neoliterates with material 
designed to keep their interest and commitment. 


In discussion of non-formal education, the 
possibilities of agricultural extension services are, 
indeed, frequently underestimated. The agricultural 
extension officer, after all, should be providing pre- 
cisely the kind of information which farmers are 
most keen to have. 


— 


25 Government of Bangladesh, Rural Development and Co-opera- 
tive Division, Functional Mass Education Programme for Bangladesh, 
1972. 
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As one review of the problems of rural educa- 
tion suggests: 


“The high priority for agriculture extension 
services and the strategy for its development 
are by now widely recognized. First, there 
must be research in first-class agricultural 
colleges. Second, there must be a group of 
middle-level technicians capable of making 
these research findings understandable to ex- 
tension agents. Third, there must be extension 
agents of sufficient number, and level of train- 
ing, who are actually in the field. Here the 
situation is not unlike that of school teachers. 
There are not enough of them and they are 
either under-trained or over-trained. Most 
countries cannot afford to use university-trained 
agronomists as extension agents and they would 
have communication difficulties with peasant 
farmers. Extension agents should be technical 
school graduates with farm experience. Like 
teachers, extension agents prefer administrative 
posts to being in the field, are underpaid and 
do not like living in rural areas. In as much 
as the Government controls the budget, the 
agricultural colleges, agricultural technical 
schools, government wage policies, and the 
agricultural extension service, the Government 
can overcome these difficulties, Finally, the 
extension agent can be supported by movies 
and radio/T.V. programmes on farm topics, 
It must also be repeated that such a farm 
extension service should be tied to improved 
roads, marketing and credit, over which the 
Government also exercises some control,”*° 


The difficulties of finding “technical school 
graduates with farm experience” and, in particular, 
men who can exercise some kind of dynamic 
leadership in a farm community are well known. 
In part they spring from the school system, ‘The 
agricultural extension officer is one of the moderately 
successful ones in the education/achievement race. 
In primary school, perhaps, he learned to look on 
himself as one of the lucky ones who had a good 
chance of moving through the escape hatch into 
secondary and away from the farming to which the 
duller boys would return, Perhaps he had hoped, 
if he had been able to afford it or had good enough 
marks, to become a doctor or at least a veterinary 
surgeon. 


It is not whom the school system selects which 
is the cause of the problem, but how it selects him 
and what it does to him on the way. ‘There is, 
perhaps, a much better chance of achieving a 


26 Knowles, op. cit., p. 20. 


dynamic agricultural extension service in countries 
such as Iran and Malaysia which have experimented 
(a rather obvious device) with non-formal means of 
training non-formal educators. The key point is 
the selection, as extension agents, of people who 
have already demonstrated a capacity to farm 
successfully, albeit by traditional methods, and who 
have at least the necessary basis of literacy and 
numeracy to learn what they need to know. There- 
after, various organizational forms are possible: 
short training courses designed to produce large 
numbers of part-time extension officers who can be 
further up-graded by correspondence courses is 
only one possibility, 


The distinction between the formal education 
system and non-formal adult education campaigns 
is, of course, sometimes an unnecessarily rigid one, 
with the rigidity sometimes exacerbated by 
differences of ministerial jurisdiction, One attempt 
to erode this distinction is to be found in the plans 
recently announced in Indonesia for development 
schools and associated learning centres. 


The principles underlying these two develop- 
ments are: education comprises all school and out- 
of-school activities intended to develop personality 
and to improve abilities, within a unified and 
dynamic society based on panchasila; education is 
a lifelong process from birth to death, affecting all 
people irrespective of sex, age, grouping (social, 
economic, religious etc.) or beliefs; education may 
be gained by many means, such as the school, 
family, employment, recreation and assembly for 
social, sport and cultural purposes; the forms of 
education comprise not only instruction, but 
example, group activities, and communication and 
social contacts in general; education must support 
development and the education system will be con- 
verted into one providing development education. 


Development schools will differ from the pre- 
sent schools in two main ways. First, as the name 
implies, their curricula will have much greater re- 
levance, in both content and means, to personal, 
social and economic development. As contributing 
elements in this relevance, stress will be laid on 
learning rather than on teaching; on the relation of 
theory to practice and vice versa; on the acquisition 
of knowledge and skills of immediate applied value; 
and on the ability to continue learning. It is in- 
tended that children leaving the development schools, 
at any stage, will be able to apply their knowledge 
immediately in the outside environment. 


The second main difference is that development 
schools will be linked with learning centres which 
the schools will use to reach out to the communities 
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and meet the educational needs of those outside the 
formal system through non-formal means. For 
example, if children are unable to attend school 
because they live too far away, or cannot afford the 
fees, or have to help their parents in their occupa- 
tions, the learning centres will foster their education 
through non-formal means. Basically, the develop- 
ment school is a merging of all educational services 
into one complete unit, both formal and non-formal. 


Each learning centre will be headed by a 
learning guidance officer (LGO). According to the 
number of staff in the school with which the learning 
centre is linked, the LGO may be the vice-principal 
of a large school, with full-time duties in non-formal 
education; the headmaster of a small school working 
part-time in the learning centre; or a school teacher 
assigned full or part time to the centre. 


After appropriate motivation and in-service 
training, the LGO will be expected to ascertain, 
within the geographical area for which he will be 
responsible, the total number of children who are not 
following any formal courses of education and the 
reasons for this. He will then be expected to 
organize a community education committee if one 
does not already exist. This committee will pro- 
mote provision of financial, staff and material sup- 
port to the activities of the learning centre, in addi- 
tion to the regular support provided by the Govern- 
ment. 


The LGO will encourage this committee to use 
its influence to persuade suitable groups and in- 
dividuals to devote time and effort to the non-formal 
education of children and adolescents. For instance, 
if a local women’s organization exists, its organizers 
will be urged to encourage mothers to bring their 
children to a suitable place where the children can 
use materials, largely of an autodidactic nature, 
made available by the learning centre. 


Basically, the LGO will function as a catalyst 
in determining non-formal educational needs; in 
identifying the most effective methods, media and 
personnel for meeting them; and in mobilizing re- 
sources. Some of the more dynamic and interested 
members of the in-school teaching staff will be 
trained to assist the LGO in his tasks. 


(g) Making do with the spin-off 


There is a school of thought?’ which holds that 
these attempts to re-orientate the formal education 
system, reduce the attention given to preparation 


°7 Expressed, for instance, in P. Foster’s much-quoted article: “The 
Vocational School Fallacy in Development Planning” in C. A. Ander- 
son and M. J. Bowman, eds. Education and Economic Development, 


1966. 
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and selection for modern-sector jobs and use the 
schools more adequately to develop a wider range 
of human talents, thereby launching poor societies _ 
on a sustained, broad-front and egalitarian path of 
development, are fundamentally misconceived. The 
problem of rote-learning, it is suggested, is an in- 
evitable part of the early stage of development of — 
any educational system. The typical Asian rural 
school may not be the best preparation for a modern- 
sector job, but it is better than nothing. It may 
be an even worse preparation for the “drop-outs” 
who are destined to be the farmers and fishermen 
of their society, but again it is better than nothing, 
far from wholly negative in its significance. To be 
able to read and write is, after all, of considerable 
value. To have undergone in childhood the dis- 
cipline of applying oneself to the mastering of 
difficult material, of engaging in an activity the re- 
ward for which was not today or tomorrow but in 
some distant future, of learning self-discipline and 
social co-operation — all these elements of school- 
ing provide a valuable training which does ensure 
that the schooled farmer (not, perhaps, even an 
educated farmer, perhaps even a drop-out sense-of- 
failure farmer) is a better farmer than the un- 
schooled farmer. 


Casual impressions often confirm this view. 
An ECAFE review has reported that the “green 
revolution has been thus far carried forward almost 
entirely by the larger and most prosperous farmers 
possessing, inter alia the highest educational 
levels”.?6 


A particularly interesting study is the one 
carried out by D.P. Chaudhuri in India on the 
basis of survey data.2® This study examines the 
effect of education on farm productivity and the 
pattern of agricultural inputs, using four alternative 
measures of education, namely (i) number of 
literate farm workers; (ii) number of farm workers 
who have completed at least the lower elementary 
level of education; (iii) number of farm workers 
who have at least 10 years of successful schooling; 
and (iv) number of years of schooling of farm 
workers. The relationship was examined at various 
levels of aggregation, such as state, district, village 
and househoid, to take account of possible “ex- 
ternalities”. The conclusion of the study was that 
education, income, and progressiveness are highly 
correlated, and, even where the effect of farm size 
and wealth holding is eliminated, the farmer’s 
education is found to be related to his choice of 
modern inputs and level of productivity. Moreover, 


28 Review of the Social Situation in the ECAFE Region (E/CN.11/ 
L250), 1970, p. 29. 

291. P. Chaudhuri, Education and Agricultural Productivity in 
India (Tata-McGraw-Hill, India, forthcoming). 
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institutional facilities, such as co-operative credit, 
are better utilized in agricultural communities with 
a higher level of education, and the more educated 
farmers are better able to communicate their field 
problems to research workers. He has argued that 
agricultural development has succeeded in India so 
far without any emphasis on additional educational 
input in rural areas, because the strategy has been 
directed to farmers who already have a higher level 
of education which has been associated with greater 
access to capital and larger land holdings. The 
need for educational progress will become greater 
for agricultural development in the future, and it 
will have to include smaller farmers as well. An 
important aspect of this study is the significance of 
even formal education and literacy for agricultural 
productivity. 


A study has also been made of a rural com- 
munity of Malaysia,*° showing that productivity 
and farm incomes are highly correlated with the 
technical knowledge of farmers, reflecting their 
educational level to some extent. The technical 
knowledge was measured by a Knowledge Score, 
based on farmers’ answers to questions about a 
number of aspects of production, such as the new 
varieties, seedling production, water and pest control, 
use of fertilizers and credit. The main results are 
summarized in table I-6-2. 


TABLE I-6-2. RELATIONSHIP OF TECHNICAL 

KNOWLEDGE AND FARM INCOME AND OTHER 

VARIABLES AMONG 42 FARMERS IN TANJONG 
KARANG, MALAYSIA (WEST), 1969 


Knowledge score of farmers 


Item 
Under 8 8-10 10-12 Over 12 


Average score . . . . 6.65 Oe OSs" “1S.58 
Family labour income ($M) 684 926 1,256 1,326 
Paddy yield per acre 

(gantangs) +1 ha fue 447 494 565 575 
Gross income from paddy per 

hour of labour input ($M) 0.67 0.99 1.32 1.52 
Average area under paddy 

(acres) 5h Laser UY) 3.63 4.25 4.67 


Source: U.N. Bhati, op. cit. 


The influence of education on agricultural 
productivity is also shown by a study carried out 
in the Republic of Korea.*1 The results are sum- 
marized in table I-6-3. Lee has argued that the 
reason for the lower marginal productivity of capital 
for more educated farmers is that they use more 
capital services which are subject to diminishing 
returns. 


39. N. Bhati, “Economic determinants of income in irrigated 
paddy farms in Tanjong Karang, West Malaysia” (Ph.D. thesis, 1972, 
Australian National University). =e 

31 Jil-Hyun Lee, “Economic value of Korean farmers’ education’’, 
Journal of Korean Agricultural Education, No. 1, pp. 69-87. 


TABLE I-6-3. MARGINAL VALUE PRODUCTS OF 
FACTORS ACCORDING TO EDUCATION IN 1,009 
FARMS IN THE REPUBLIC OF KorEA, 1965 


(in won) 


Marginal value products of 
Education 


Land Labour Capital 
services 
Years of schooling 

Noneee 2 ee 1,450 76 2.02 
2G: years Sees". 2,005 95 2.58 
Teh 2 OATS: We sap cas) nse) wes 2,459 166 1.54 
Over 12 years; =... SC; 3,845 184 1.44 

Extension education 
Non-participants . . . 2,666 137 1.28 
Parheipants: 92 4) 22 3,910 167 1.54 


Source: Jil-Hyun Lee, op. cit. 


However, the evidence is still inconclusive. 
In the Indian study, as indeed in the assertion about 
the “green revolution” if it is based on more than 
casual impression, the correlation between produc- 
tivity and education may be due to the fact that 
the farm families which could afford the necessary 
cash inputs which ensured high productivity could 
also afford more education. The Malaysian study 
shows the importance of knowledge, but says 
nothing about how the knowledge was obtained. 
Only the Republic of Korea study shows a direct 
relationship between efficiency and _ educational 
level. Again, it is a possible interpretation that this 
says nothing about the effect of schooling: the cor- 
relation may be alternatively explained by the fact 
that those who are intelligent enough to farm 
efficiently are also those who were intelligent enough 
to enjoy schooling and hence more likely to be able 
to stay, and to wish to stay, on in school.*? 


Further evidence, not concerning behaviour, 
but attitudes and values, is provided by a recent 
study of “modernity” in six developing countries. 
A scale designed to give a global measure of various 
traits thought to be properly called “modern” and 
conducive to development (openness to new ex- 
perience, readiness for social change, level of in- 
formation, sense of personal efficacy, etc.) showed 
a higher correlation with the number of years spent 
in school than with any other single background 
factor, such as urban/rural residence, experience of 
factory work, and contact with mass media. As 
regards the relative benefits of formal and non- 
formal education, however, it is worth recording 
that, when the scale was used in Comilla, the 
transformation of attitudes which it seemed reason- 


32 This discussion of education and productivity is drawn from 
R. M. Sundrum, Education in Relation to Economic Development and 
Employment in the ECAFE Region: A Survey of Problems and 
Policies, 1973, pp. 61-63. 
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able to ascribe to involvement in a Comilla co- 
operative was almost equivalent in its effect to that 
of three years of schooling.** 


Although the evidence is inconclusive there 
does remain a strong presumption that education, 
even of a traditional examination-oriented rote- 
learning kind, does have some effect in enhancing 
a person’s productive capacities. Nevertheless, three 
other things must be said. Firstly, if, in the process 
of getting that education, a person’s expectations 
of modern-sector employment have been raised, his 


83 A. Inkeles and H. Smith, Becoming Modern, forthcoming. 
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disappointment when those expectations are un- 
fulfilled may be so intense as to diminish the 
beneficent effects of his education. Secondly, it 
may be that he does become more efficient at routine 
tasks because of schooling, but this may be at the 
expense of capacities of initiative which the school’s 
dependent-employee orientation has helped to sup- 
press. Thirdly, even if the schools as they are do 
something to improve the capacities of those who 
stay in the traditional sector, this is not by any 
means to say that a reformed and revitalized school 
system might not do more, and that this might, in 
the long run, prove a more effective contribution 
that schools could make to the total development 
process. 
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Chapter VII 
THE SEARCH FOR NEW POLICIES: A REVIEW OF CURRENT THINKING 


The three preceding chapters reviewed some 
of the policies which Governments have adopted to 
tackle what were set out in chapter III as the major 
problem areas in the matrix ot interconnexions be- 
tween the school and the world of work. This final 
chapter will review more systematically the relative 
advantages of the different policies which have been 
tried, together with the suggestions currently coming 
from various sources for new strategies — some of 
a marginal or incremental kind, some of a more 
radical variety. 


It will be recalled that the major problems 
identified in chapter III were: 


(a) Educated unemployment. 


(b) The rising costs, to the economy as a 
whole and to government budgets in particular, of 
a pattern of educational expansion which is both 
rapid and biased towards growth at the higher levels. 


(c) Doubts whether the schools are succeed- 
ing in imparting the right kinds of knowledge and 
skills and attitudes to those destined for (especially 
for the more responsible jobs in) the modern sector: 
those whose efforts and efficiency may largely 
determine the growth of the economy and the ex- 
pansion of employment opportunities. 


(d) Even stronger doubts whether school 
systems, very largely seen as ladders of social 
ascent, as the means of moving out of the traditional 
into the modern sector (or moving upwards within 
the modern sector), do, or can do, very much to 
improve the capacities of those destined to remain 
in the traditional sector to create or expand or make 
more profitable their own opportunities for self- 
employment. 


These will be considered in turn. 


(a) Problem focus I: Educated unemployment 


Basically, there are only three kinds of policies 
to deal with educated unemployment. 


(i) Create more jobs of the kind that the 
educated unemployed expect. 


(ii) Regulate enrolment. 


(iii) In societies where there is evidence that 
educated unemployment is “structural”, change 


education in such a way as to change the attitudes 
of the educated, thereby making them willing to 
seize opportunities of gainful employment which 
they at present scorn. 


(1) Job creation 


There can, of course, be no better solution to 
the problem of educated unemployment than to 
expand the economy at such a speed, and in such a 
manner, that all the educated unemployed are 
absorbed. 


It is beyond the scope of this survey to consider 
the economic development policies which will con- 
tribute to that end, but it is worth considering one 
particular form of job creation viz. special schemes 
to employ university graduates. Experience sug- 
gests that these are not likely to find much favour. 
Sri Lanka’s Graduate Apprenticeship Scheme was 
designed in 1970 to create new posts for some 4,500 
unemployed graduates (mostly with general arts 
degrees). After a period of training (at half the 
normal graduate starting salary, but still something 
more than double the minimum wage), they were to 
be employed partly in village co-operatives and 
cultural centres, partly in expanded government 
services. The chief justification for the scheme lay 
in the argument that for the society not to utilize 
the high-quality manpower it had so expensively 
created was a criminal waste of resources, but it 
was not initially clear what functions society needed 
performing which they could perform. Two and a 
half years after the start of the scheme, some were 
still without career assignments and others had yet 
to find a means of being effective in the positions 
to which they had been assigned. No systematic 
appraisal of the scheme has been undertaken. The 
question is, of course, whether other ways of using 
the equivalent sum of money could be found which 
wouid have contributed more to output, to employ- 
ment, and even to those other elements of welfare 
not normally measured in output figures (such as 
those which cultural centres are expected to pro- 
vide.) The scheme was a once and for all affair 
which it is apparently not intended to repeat. The 
number of graduate unemployed is expected soon 
to reach the same total as when the scheme was 
announced. 


A much more common way of creating employ- 
ment, although one not very often acknowledged to 
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be such, is to encourage the continued expansion of 
the educational system itself. In most countries, a 
large proportion of qualified manpower is, in fact, 
employed in the educational system, from which it 
follows that an accelerated expansion of education 
will almost certainly bring about a decline in 
educated unemployment. However, the accelera- 
tion has to be constantly maintained. As soon as 
the rate of growth begins to decelerate, the argu- 
ment goes into reverse: not only are previous levels 
of educated unemployment quickly reached, but, in 
fact, the situation is made worse by the fact that a 
larger educational system turns out more graduates. 
Besides, if there is reason to think that the educa- 
tion provided is somehow irrelevant and unlikely to 
contribute to economic growth, the objective of 
achieving full employment runs into conflict with 
the objective of maximizing national income, to 
which all Governments are likely to give some 
weight even if some would give it less weight than 
that of full employment. After all, if output were 
no consideration, full employment could be achieved 
by unproductive public works. 


Schemes for the direct creation of public sector 
employment may well have the merit of a quite low 
cost per job created (much lower, of course, for 
unskilled labourers on public works than for 
graduates in government services). However, this 
is of dubious advantage if the contribution to output 
is far lower than what could be obtained by alterna- 
tive use of those resources: unless the Government 
places far greater emphasis on full employment (or 
on the full employment of certain strategic groups) 
than on growth in output. 


None of which is to underrate the importance 
of employment policies as such. If the output of 
the secondary schools and universities can be 
absorbed by policies which contribute both to 
output and to employment objectives in both the 
public and the private sector, that would be the 
ideal solution. 


(2) Regulating enrolments 
(i) The emerging consensus 


The comprehensive employment strategy mis- 
sions sent under the ILO’s World Employment 
Programme to Colombia, Iran, Kenya, the Philip- 
pines and Sri Lanka have all concerned them- 
selves to some degree with the problems of educated 
unemployment. In searching for relevant policies 
within the educational field proper, the emphasis 
has inevitably turned chiefly to the problems of the 
quantitative control of numbers flowing through the 
system. 
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All the five reports conclude, in one way or 
the other, that it would be desirable to shift re- 
sources, wherever possible, from third and second 
level to first level education. In the reports on 
Colombia, Iran and Sri Lanka, this conclusion is 
based essentially on long-term manpower forecasts 
which reveal that surpluses of high school and 
university graduates are likely to persist all through 
the 1970s. In the case of the Philippines, similar 
conclusions are reached on the basis of manpower 
forecasts, but rate-of-return analysis suggests that it 
is secondary education and not elementary or higher 
education that is overexpanded. 


(ii) By ordinance 


The Philippines is also unique among the five 
countries in officially recommending cuts in enrol- 
ments at the college level.t Elsewhere, no govern- 
ment in the ECAFE region has yet endorsed the 
policy of expanding primary education at the expense 
of secondary and higher education, and certainly 
none is committed to any general policy of holding 
back the over-all growth of formal education, 


The policy of reallocating resources from the 
upper to the lower end of the educational system 
as a method of attacking the phenomenon of 
educated unemployment is based squarely on a 
particular theory of educated unemployment, namely, 
that secondary and higher educated manpower has 
now been overproduced in many ECAFE countries 
beyond all possible hopes of ever absorbing it, 
whatever the rates of economic growth in years to 
come and whatever changes may be brought about 
in the content of education at the upper levels. It 
was noted above that this theory is by no means 
obviously true and, indeed, it is held in this form 
by very few authorities on the subject. It is 
evident, therefore, that the desirability of shifting 
resources away from second and third level education 
and towards first level education does not yet receive 
wide endorsement, if indeed it will ever do so. 
Furthermore, this shifting of resources may take 
place without any reduction in the rates of growth 
of enrolments at the various levels by, for example, 
reducing class sizes in primary schools but increasing 
them at the tertiary level. It appears that many of 
the ILO Mission Reports have something like this 
in mind. Certainly, they have not committed 
themselves to anything as drastic as the proposals 
of the Presidential Commission to Survey Philippine 
Education, although it is worth remarking that, 
after more than three years, that Commission’s 
recommendations remain unimplemented. 


’ Presidential Commission to Survey Philippine Education, E@uee- 
tion for National Development, New Patterns, New Directions, 1970, 
p. 27 ; 
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Even those who approve of a shift of resources 
towards primary education, up to and including a 
shift in the respective rates of growth of enrolments 
at the three levels, may well doubt that it is in fact 
within the realm of practical politics to achieve that 
end. In such countries as Iran, Sri Lanka and 
Thailand, the Government actually sets ceilings on 
admission to colleges, all or most of which are state 
institutions, but, in the end, it always proves im- 
possible to enforce these ceilings. Similarly, in 
India, where education is administered and financed 
by State governments rather than by the Central 
government, the system whereby individual colleges 
are affiliated to some major university makes it very 
difficult to exercise firm control over the number of 
places available or the standards of admission. The 
influential Indian Report of the Education Commis- 
sion 1964-1966 did in fact propose “to restrict the 
unplanned and uncontrolled expansion of general 
secondary and higher education, if massive educated 
unemployment is to be avoided; to make special 
and intensive efforts to vocationalize secondary 
education and to develop professional education at 
the unversity stage”. This conclusion was based 
on a comprehensive manpower forecast up to 1986. 
Nevertheless, a Parliamentary Committee in 1967 
concluded that “every effort should be made to 
provide admissions to institutions of higher educa- 
tion to all eligible students who desire to study 
further”.” 


Public opinion in most developing countries in 
the region is firmly opposed to enrolment ceilings 
and, in these circumstances, it would be simply 
politically not feasible to demand quantitative 
restrictions on higher education. The argument 
that it will simply multiply the number of un- 
employed secondary school leavers, though mis- 
conceived (see below, p.211) can be used to good 
political effect. 


? Government of India, Ministry of Education, Report of the Com- 
mittee of Members of Parliament on Education 1967, National Policy 
on Education, p. iv. It may be worth recording that, as much as 70 
years ago, an Indian viceroy believed that he had controlled the head- 
long expansion of Indian universities once and for all. But for his 
enlightened measure, he told the Indian Legislative Council. 

“. , . the rush of immature striplings to our Indian universities, 
not to learn but to earn, would have continued till it became an 
avalanche ultimately bringing the entire educational fabric to the 
ground. Colleges might have been left to multiply without regard 
to any criterion either of necessity or merit; the examination curse 
would have tightened its grip on the rising generation; standards 
would have sunk lower and lower; the output would have steadily 
swollen in volume, at the cost of all that education ought to mean; and 
one day India would have awakened to the fact that she had for 
years been bartering her intellectual heritage for the proverbial mess 
of pottage”’. 

Lord Curzon, in 1904, quoted in Vina Mazumdar, Educational 
ier Social Change (Simla, Indian Institute of Advanced Study, 1972), 
p. 6. 


(iii) By financial measures 


Governments clearly differ in the extent to 
which they command the political authority necessary 
to limit entrance to secondary and higuer education. 
Some night find it more acceptable to try to achieve 
the same end by an increase in tuition fees. Blaug, 
for example, asks: “can a government that lacks 
the political will to place a ceiling on enrolments 
be expected to have the political will to raise tuition 
fees?”. And he replies: “yes, because a move to 
raise fees can be hitched to the politically popular 
demand for equality of access to education. A 
survey of the social composition of students in higher 
education would soon demonstrate that the average 
university, student is, to put it mildly, much better 
off than the average tax payer. The figures could 
be publicised, and with them the true resource costs 
of university education as against the private costs 
to students and parents’.® 


It is evident that this proposition depends on 
three assertions of fact: (1) that the price-elasticity 
of demand for university education is greater than 
zero; (2) that the average university student is 
drawn from the well-to-do sections of the popula- 
tion; and (3) that public opinion could be con- 
verted to support the idea of higher fees once the 
evidence with respect to (1) and (2) is brought to 
their attention. There are in fact no studies to 
support (1), although of course it seems only 
reasonable to say that it is probably true. There is 
scattered evidence for some countries relating to 
(2), but it is far from conclusive even for these 
countries and, in any case, leads to no simple con- 
clusion such that university students are all from 
rich families. Lastly, there are few cases on record 
of countries attempting to manipulate public opinion 
on educational issues: by means of deliberate mass 
media campaigns, so that it is anybody’s guess 
whether it would work or not. 


Blaug also argues in favour of a package, 
which would combine higher fees with scholarships 
for the poor from the most backward regions in the 
country, with a student loans scheme for everyone, 
to be financed by a special graduate tax on future 
incomes.5 The ILO Mission Report on Sri Lanka 
also mentions a loans scheme coupled with a 
graduate tax for “serious consideration’*®, but fails 
to go into details. The ILO Report on the 
Philippines, however, suggests that a student loans 


3 Blaug, Education and the Employment Problem, p. 44. 

“See Blaug, Layard and Woodhall, Causes of Graduate Unemploy- 
ment in India, pp. 130-133; ILO, Sharing in Development, chap. VIL. 

5 Blaug, Education and the Employment Problem, p. 45. 

SILO, Matching Employment Opportunities and Expectations, 
vol. I, p. 146. : 
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programme could be .rigorously confined to able, 
poor students by asking them to make a sworn 
declaration that parental income did not exceed a 
stated level; in case of dispute, parental income 
could be assessed on the basis of father’s occupation 
or an arbitrary scale of incomes per age and 
occupation. In addition, students themselves would 
have to satisfy a minimum standard of educational 
achievement, but this would be deliberately set 
below the average standard on the grounds that an 
insistence on equal merit as the criterion for 
eligibility would immediately discriminate against 
students from poor families.” 


There are clearly many strong arguments in 
favour of such a package. As Blaug puts it: “an 
increase in fees is perfectly compatible with an 
increase in scholarships. This is a case where we 
can have our cake and eat it: we can choose any 
social composition of students we like, provided we 
are willing to subsidize in relation to parental 
income’”.® At the same time, it must be observed 
that the vigorous use of government finance to 
correct the social incidence of higher education, up 
to and including a full-fledged programme of student 
loans, has hardly been achieved even in the most 
advanced countries. To ask the Governments of 
the region to pioneer radical proposals for educa- 
tional finance, which even West European countries 
have not yet been willing to take up, is perhaps no 
more practical than the earlier suggestion of enrol- 
ment ceilings. Before going that far, the countries 
must be convinced that the problem is really one 
of excessive educational expansion which no reforms 
of the curriculum or of the operation of labour 
markets could redress. As noted earlier, there is 
no such general conviction, and a wholesale con- 
version to these new ideas on educational finance 
is hardly likely. 


It is perhaps no accident that the Philippines 
comes closest in the region to accepting these pro- 
posals. The Philippines is the only country in the 
ECAFE region where higher education is almost 
entirely financed from private funds, public finance 
being confined to 8-10 per cent of total expenditure 
on higher education and 23 colleges and universities 
out of a total of about 2,000 institutions of higher 
education. The Presidential Commission to Survey 
Philippine Education, after concluding that it would 
be desirable to reduce absolute enrolments in higher 
education, argued for a national college entrance 
examination and an accreditation scheme to achieve 
that end. The motivation behind the accreditation 
scheme is that accredited colleges can only achieve 


TILO, Sharing in Development, chap. VII. 
® Blaug, Education and the Employment Problem, p. 44. 
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the minimum acceptable standard by investing in 
staff and facilities; being profit-maximizing institu- 
tions, this implies that they will have to raise fees 
and the rise in fees is then relied on to reduce the 
pressure on places. To give the colleges a financial 
incentive to join the accreditation scheme, a develop- 
ment loan fund will be created to assist the colleges 
in improving their standards. Private colleges in 
the Philippines receive tax advantages, and the 
ILO Mission Report recommends that favoured tax 
treatment be discontinued in cases where a college 
refuses to join the accreditation scheme.® It is 
evident that Philippine thinking on these questions 
is more complex and sophisticated than in most 
countries of the region, but this is only to be ex- 
pected, given the fact that the Philippine Govern- 
ment cannot directly control the scale of higher 
education, much as it would like to, and must per- 
force resort to indirect financial instruments. Time 
will tell whether the Philippines, which is officially 
committed to restricting higher education, will, in 
fact, succeed in doing so. If it does succeed, the 
Philippine experience may point the way to similar 
experiment elsewhere. 


(iv) Salary structures 


If the incentives to seek higher education can 
be altered by changing the costs to the individual, 
they can equally be altered by changing the pattern 
of rewards. The ILO Mission Reports on Sri Lanka 
and Kenya both place considerable emphasis on 
policies designed to reduce earnings differentials in 
labour markets.1° They take the view that the 
differentials between unskilled and skilled workers 
and between less and more educated workers are 
“excessive”, in the sense that they exceed the 
differentials required to give people an incentive to 
acquire both skills and education. These excessive 
differentials produce a high private rate of return 
to investment in education and thus feed the demand 
for upper secondary and higher education. More- 
over, they distort the motives of youngsters and thus 
contribute to educated unemployment. For example, 
a survey of university students in Sri Lanka, carried 
out by the ILO Employment Mission, showed that 
most unemployed arts graduates were willing to con- 
sider a job at Rs 200 per month, which is about half 
of the going starting salary for university graduates; 
furthermore, a graduate training scheme which 
offered 5,000 jobs at Rs 200, rising in two years 
to Rs 400, led to applications from half of the new 
arts graduates in the country.’ Clearly, these 
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graduates are willing to work at less than the 
current salary for university graduates. It is worth 
noting that the public sector in Sri Lanka pays 
educated people more than the private sector at 
every age and, in addition, offers fringe benefits 
which are more generous than those offered by 
private industry. No wonder that Sri Lanka 
university students prefer public-sector employment, 
citing superior fringe benefits, greater job security 
and more personal freedom as the justification for 
their preference.” 


In many countries, the public sector does not 
play such a dominant role in the labour market and 
may not provide an efficient lever to change earn- 
ings differentials. Where, within the private sector, 
there are sharp differentials between wages and 
salaries in the organized modern sector and wage 
and self-employment incomes in the traditional and 
informal sectors (and a corresponding segmentation 
of labour markets if indeed labour markets actually 
function in the modern organized sector) other 
economic policies can be brought to bear. To the 
extent that this sectoral division of the economy 
results from macro-economic policies intended, for 
example, to build up the modern manufacturing 
sector (through action on interest rates and trade) 
and also from the relative neglect of the traditional 
sector, than a shift in over-all policies can equally 
reduce earnings differentials. If the existing un- 
skilled labour surplus can be mopped up and if at 
the same time protected sectors of industry and 
commerce are exposed to more competition, then 
the level of informal-sector wages will come much 
closer to those paid in the modern sector. The 
wage and salary structure outside of the government 
sector is therefore susceptible to pressure from 
macro-economic policies which, by aiming at both 
faster growth of output and faster labour absorp- 
tion, should also reduce the disparities between 
modern-sector and informal-sector earnings.'* 


At present, in most Asian countries, the only 
pressure being exerted on salary differentials is the 
persistence of educated unemployment, but this 
works too slowly to produce market clearance. 
In consequence, earnings differentials by education 
remain relatively high, even in countries suffering 
from heavy educated unemployment. For example, 
in India, it is estimated that a secondary school 
teacher receives 1.7 times the salary of a primary 
school teacher; a teacher in an arts and science 
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college 3.5 times and teachers in universities and 
professional colleges 5.7 times.t° (The primary 
school teacher’s salary represents 2.7 times the per 
capita income). In Indonesia, the salary of a 
primary teacher from his main job is about 2.6 
times, that of a lower secondary, 4.0 times, and 
that of an upper secondary teacher 4.8 times that 
of per capita income.t® As against these, the 
average for primary and secondary teachers in 50 
developing countries was 2.28 and 3.09, respec- 
tively.1” 


As the principal employers of the bulk of 
educated people, Governments in the region share a 
heavy responsibility for these excessive differentials. 
In most countries, they tie their salary scales 
rigidly to educational qualifications; they promote 
almost automatically by age, with little resort to 
performance rating; they fail to practise job specifi- 
cations and job analysis; and they provide absolute 
tenure and generous fringe benefits. In other words, 
the recruitment and promotion policies of the public 
sector in the region have done much to foster 
“certificate-mindedness” and to encourage the in- 
flated expectations of youngsters. 


The ILO Kenya Mission Report attacks the 
problem directly by proposing that the entry points 
on public pay scales should be reduced by 25 per 
cent for a five-year period, after which entry points 
should no longer be defined in terms of formal 
education. The Sri Lanka Report, on the other 
hand, recommends a scale of maximum wages to 
constitute a kind of youth-service wage scale. Every 
young man and woman would be paid according 
to the scale, no matter what job he was doing, the 
scale being graded by age and unrelated to educa- 
tional qualifications. 


In general, it is obvious that no educational 
policy to affect the scale or context of secondary or 
higher education has much hope of success unless 
it is coupled to a deliberate effort to alter the 
structure of monetary incentives in the labour 
markets. In so far as the Governments of most 
developing countries are both the principal suppliers 
and the principal buyers of educated people, it 
would seem to be perfectly feasible to alter the 
structure of wages and salaries in a relatively short 
period of time, although, again, in so far as Govern- 
ments are very dependent on the morale of their 


*® Government of India, Education and National Development, 
vol. 4, Supplement Note II. 
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own officials, and in so-far as teachers’ unions can 
be very powerful politically, the difficulties of an 
income policy which attempts drastic and rapid 
change are obvious. 


(v) Structural changes 


Restriction by regulation and financial incen- 
tives exhaust the means available to Governments 
to regulate numbers in secondary and higher educa- 
tion as long as it is assumed that the structure of 
the system and the occupational recruitment pattern 
represent a datum not to be questioned. 


However, there are sound reasons for ques- 
tioning it. The point has been made several times 
in the preceding chapters that the demand for higher 
education is largely a derived demand, a demand 
for the occupational roles for which higher education 
qualifies. In effect, in many ECAFE countries, it 
is now a demand only for a ticket to enter the 
competition for those occupations, a competition in 
which a considerable and increasing number of the 
competitors are destined not to succeed. At pre- 
sent, however, no one can be sure of his prospects 
in the job competition until he has won the right 
to enter it by getting his higher degree. Con- 
sequently in, say, Sri Lanka, where nearly 90 per 
cent of university students answering a question- 
naire’S said that they hoped for a job in the public 
sector, for every 100 posts likely to become available 
in the public sector to arts and social science 
graduates, there are, perhaps, 200 seeking to get 
their degrees, of whom a half are certain to be 
disappointed, and probably unlikely to get anything 
remotely resembling a “graduate job” in the private 
sector either. 


An obvious answer would seem to be: institu- 
tionally devalue the importance of qualifications for 
getting jobs. Let the civil service, say, impose no 
educational requirements, but devise its own recruit- 
ment tests. Let it change its promotion patterns, 
instituting a system of “position classifications” 
defining the duties of each post and the knowledge 
and skills necessary to perform them without re- 
ference to paper qualifications, and promote accord- 
ing to supervisors’ judgments or special tests, those 
who have the required ability irrespective of age, 
sex or educational attainments. 


The problem with that suggestion is that, if the 
civil service continued to recruit its administrative 
officers at the age of 22 or 23, they would, of course, 
still be flocking to the universities, and the universi- 
ties would probably change their courses to conform 
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to whatever were the requirements of the administra- 
tive service selection tests. It was for this reason 
that the ILO Mission to Sri Lanka suggested a far- 
reaching variant of these proposals — that the whole 
public sector might do all its regular start-of-career 
recruiting at the age of 17 or 18, at the end of the 
seccndary cycle. For the civil service, all might be 
recruited as clerks and gradually given other more 
responsible duties both to develop and to test their 
capacities. After two or three years, those who 
showed promise could be selected, on the basis partly 
perhaps of work performance, partly on the basis of 
special tests conducted by outsiders to the depart- 
ment concerned, for further education and training, 
and eventual promotion to the administrative and 
professional grades. Similarly, teachers might all 
begin as primary teachers, the most able being later 
selected for training as secondary teachers; engineers 
begin as craft technicians; doctors as medical order- 
lies and assistants, etc. 


Something on these lines was, indeed, suggested 
in a supplementary note to the India Education 
Commission Report which urged that public servants 
should be selected at the age of 18, sent immediately 
to a university at public expense, and employed if 
they succeeded in graduating. The ILO Mission’s 
suggestion goes beyond the Indian proposal in three 
respects: first in generalizing the scheme beyond the 
civil service proper; second, in suggesting a period 
of work at lower levels before selection and training; 
and third, it was not necessarily assumed that the 
further education should consist simply of a univer- — 
sity degree as in the existing pre-career qualification — 
system. It might consist partly of specific training — 
for the already-determined career; it might be made _ 
recurrent rather than concentrated, with, perhaps, 
two years at the age of 20 and another 10 years — 
later; and so on. 


The details of such a scheme would be com- 
plex. There would have to be clear objective criteria 
for selection at the crucial decision-points to prevent 
favouritism; there might have to be exceptions to 
permit continuous full-time study in those branches 
of learning, e.g. mathematics, where talents “spoil” 
at an early age; special tax-plus-incentives schemes 
might be necessary to ensure that private employers 
do release their employees for higher education; — 
there would have to be some flexibility to allow 
people to change from a career for which they had © 
originally opted at an early age if they find they are © 
not suited to it. The reorganization required of 
higher education would be considerable, and so 
would the resistance of professional groups whose — 
desire to raise their social status has always been 
one major factor in producing the qualification spiral 
described in previous chapters, and so, too, would 
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be the resistance of university teachers insisting that 
they are there to pursue truth, or educate human 
beings or teach a discipline, not to give job certi- 
ficates or vocational training. Nevertheless, if such 
a scheme were adopted by the public sector, and 
if the private sector, as is quite likely, were to 
follow suit, four considerable advantages would 
follow. 


The first and obvious one is that the demand 
for higher education would be choked off if the 
results of the competition for the majority of the 
most desirable jobs in the economy were declared 
at the age of 18, so that those who were destined 
to be disappointed anyway knew their fate at an 
early age and could adjust to other prospects. If 
there is no obvious economic point in any kind of 
further education except (i) in-career preparation 
for structured salaried careers in corporate organiza- 
tions and (ii) training for self-employment, it is 
likely that few will desire other kinds of university 
education solely for their humanistic or cultural 
values. The savings from reduced numbers in public 
universities could be used to pay the (presumably 
low) salaries of those doing their tertiary training 
after taking employment. 


The second is that the middle-level technician 
jobs would become a necessary first stage in the 
career of the ablest youths destined for professional 
status; such careers, and the initial training they 
require, would be likely therefore to lose the stigma 
of low prestige from which they suffer at present. 


The third point is one which relates to what 
was said earlier about non-formal vocationel train- 
ing. There is reason ty suppose that learning is 
more efficient if it is motivated not by the anxious 
desire to pass an examination in order to get a job, 
but by a more secure interest in gaining knowledge 
in order to do a job which one already has every 
expectation of doing. Add to this the greater 
maturity and knowledge of the world of work which 
students in the new forms of higher education would 
be likely to have, and there is a strong presumption 
that the quality of the learning process would be 
improved and that what educators call the “process 
products” of their education, i.e. the attitudes and 
mental habits and approaches to problems, would 
probably be more of the kind likely to promote 
development. 


Finally, it is as well to remember that develop- 
ment is not solely a matter of economic development, 
that education (the sixth assumption of chapter III 
and the only one of those assumptions that few 
would wish to quarrel with) has many other pur- 
poses, and many much nobler ones, than simply 
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furthering economic development. Higher education 
as a genuine intellectual concern with the funda- 
mental problems of humanity, as a discriminating 
and appreciative study of the achievements of civili- 
zation, suffers far more from the ritualizing, instru- 
mentalizing process of the certification system than 
clearly vocational education. Those university 
teachers of, say, history and literature and philosophy 
who now insist so firmly on the non-vocational nature 
of the studies they offer, and on the essential 
difference between education and training, would 
surely welcome the vitalizing effect on their studies 
of a change in the incentive structure, for it ought 
at the very least to ensure that the students who 
come to them could no longer expect material re- 
ward from their studies and were motivated by 
genuine intellectual interest alone. 


Two major objections to such a scheme suggest 
themselves, besides the likelihood of strong opposi- 
tion from universities. The first is that it would 
simply transform the problem of graduate unemploy- 
ment into a problem of secondary-leaver unemploy- 
ment. Indeed, the pressure for expansion of 
secondary schools might well increase as the chances 
to compete in the real competition at the age of 
17 or 18 make the most desirable opportunities seem 
within the reach of many who might otherwise be 
deterred by the prospect of the long haul to univer- 
sity graduation and decide to leave school at the end 
of primary. 


This, apart from the still considerable saving 
in higher education costs, (both monetary costs and 
the costs in frustration to those individuals who may 
now, at low-quality institutions, get little from a 
qualification-oriented university education except the 
degree which fails to guarantee them a job) might 
be considered, even, a positive advantage. If it 
becomes obvious that a secondary education in itself 
is no guarantee of a desirable modern-sector job, 
that might hasten the day when secondary education 
is seen rather as the last stage of the basic education 
which every citizen should have, irrespective of his 
future means of livelihood. By making secondary 
education terminal in fact, it might help to hasten 
the genuine terminalization of its content. 


The second possible objection is that selection 
at the age of 17 or 18 is too early, coming before 
the full potential of the individual is shown. This 
is not a serious objection, however, for the selection 
would be a several-stage process. Even if some 
secondary leavers with the highest potential to be- 
come, say, senior civil servants were rejected from 
the broad group chosen for all grades of the civil 
service at the age of 17, their number is likely to 
be smaller than the number with such potential who 
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now fail, for economic or other reasons, to get a 
university education. Even if it were not, this 
might be a cost worth paying for the other 
advantages of the scheme. 


Such a scheme has the best chance of success 
in a country such as India or Sri Lanka with a large 
public sector. In the Philippines where, for example, 
fewer medical and engineering graduates, let alone 
arts graduates, find their way into public-sector, or 
even salaried, occupations, the effect of a change in 
public sector recruiting patterns might be more 
difficult to predict. 


In any country, the scheme is likely to face 
political difficulties since it involves a much more 
radical change. Whereas a loan scheme might be 
established in principle and the burden of higher 
education costs shifted to it only gradually, it is 
of the essence of a scheme such as this that it 
changes occupational recruitment patterns simul- 
taneously on a broad front since its success depends 
on a decisive shift in perceptions of where the 
avenues to the bulk of the most desirable jobs lie. 
(In the developed countries, some employers would 
prefer to recruit future managers at the age of 18, 
but do not do so, because, if they were the only 
firm to operate such a scheme, they could not com- 
mand the highest talent. However good the job 
prospects offered, the most able would prefer to 
keep wider options open, rather than tie their fate 
to a particular employer.) 


On the other hand, even if it lacks the possi- 
bility of gradualness, a scheme such as the one 
suggested may be politically easier to implement 
than a simple restriction of numbers for two reasons. 


It can be carried out, initially, by a single deci- 
sion of the public service recruitment agency, with- 
out necessarily requiring any action by the universi- 
ties, provided that the public services were prepared, 
initially to accept what the universities were currently 
offering as the courses to which they would later 
send their recruits for further study. The effect of 
the announcement: “no public service posts for 
graduates” would presumably have the desired effect 
on numbers, and there is no reason to suppose that 
the universities would not increasingly be willing to 
change to accommodate the only kinds of students 
who are going to come to them. Also, when a 
structure like this changes, it stays changed, whereas 
a numerous Cclausus has to be fought for every year 
against the interested demands of an infinite number 
of groups, each with some stock of political influence, 
and each demanding an “insignificant” relaxation of 
the limit here, a “temporary flexibility of interpreta- 
tion” there, a “rectification of an injustice” in one 


Part One. Education and Employment 


respect, a “necessary response to changed circum- 
stances” in another. 


There is no reason to suppose that measures 
such as these are in any sense dependent on (i) 
an ideology of communism (the European com- 
munist countries have the same pre-career qualifica- 
tion patterns as other European countries) or (ii) 
the powers of mass mobilization, a unique charac- 
teristic of centrally-planned economies. (However, 
as pointed out above, the scheme does have the 
best chance of success in countries with a large public 
sector.) Indeed the need for restructuring the 
system on somewhat similar lines seems to have 
sprung partly from the surplus of educated people 
as bothers many other Asian countries, and partly 
from a concern with the quality of the learning 
process under the pre-career qualification system 
and with the consequent effects on the motivations 
of the young and their capacity to be useful to their 
country’s development — concerns also expressed in 
try’s development — concerns also expressed in 
other Asian societies. 


(3) Changing attitudes 


It is frequently asserted that educated unem- 
ployment is a structural phenomenon, not simply a 
manifestation of the gap between the supply and 
demand for labour. Jobs are available, it is said, 
but, being less attractive than those that the school- 
leavers originally hoped for, they refuse to take 
them; or else employers refuse to hire them because 
the attitudes they have would make them discon- 
tented and unco-operative workers. Or, as an ex- 
tension of the argument, even if there are not many 
wage jobs actually on offer, there must be many op- 
portunities for relatively profitable self-employment 
which, again, the wrong expectations and attitudes 
of the educated prevent them from taking up. If 
these attitudes could be altered, the problem of 
educated unemployment could evaporate. 


Clearly, if the structural reforms of the last 
proposal were adopted, there would be no problem 
about the inappropriate attitudes and expectations 
on the part of higher-education students; they would 
already know what kind of work their future entails 
and their careers would be largely assured. The 
problem might remain in the case of the secondary- 
school graduates who fail to find a place in the 17- 
plus competition for non-manual jobs. 


How, and how easily, can such a change be 
brought about by changes in the schools? Chapter 
VI has alredy expressed scepticism about the ex- 
tent to which anything will be gained by teaching 
about the dignity of manual labour from an early 
age, especially if the teaching comes from a primary 
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school teacher whose own sense of self-respect 
largely derives from his pride in having “raised” 
himself from a peasant family to non-manual res- 
pectability. Work experience, it has already been 
suggested, is difficult to organize meaningfully. 
Indian universities, for example, have not followed 
the recommendations of the Indian Education Com- 
mission and undertaken the part-time manufacture 
of furniture or laboratory equipment. Moreover, 
where examinations dominate the curriculum, no 
work experience scheme is likely ever to be taken 
seriously —a point to be returned to in a later 
section. 


In a country, where work experience is taken 
very seriously indeed and where a decisive shift 
in the ethos of schools has taken place, the 
three preconditions seem to be (i) a radical change 
in the sheer proportion of time spent in work ex- 
perience, (ii) concomitant changes in other spheres 
of society (the mass migration of educated people 
to the countryside and the evolution of a general 
development strategy which gives pride of place to 
the small local innovating initiatives of people who 
work with their hands), and (iii) a change in 
methods of selecting for the most desirable job 
opportunities. 


Whether any less decisive measures will have 
an effect it is hard to say. It is one thing to say 
that compromise measures are less likely to suc- 
ceed than the full-scale commitment, and quite 
another thing to say that, short of such a commit- 
ment, nothing that goes on in classrooms makes the 
least difference. There is considerable experience 
in other countries in the region with vocational 
education and with vocationalized curricula, little of 
which has ever been systematically evaluated; nor 
has there been much research designed to measure 
students’ effective behaviour so as to establish 
Whether schooling alters or merely enforces the 
values and attitudes that students bring to schools. 
In short, it would be premature to conclude that 
work experience and pre-vocational educational are 
entirely ineffective. What seems to be needed in 
the region is research, including action research, to 
evaluate the efforts that are now going on. 


What it seems possible to say on the basis of 
historical experience is that the aversion to manual 
labour of secondary school leavers is something that 
time eventually cures. In Japan, in the early 1950s, 
when only 40 per cent or so of the age group reach- 
ed high school, there was a general social presump- 
tion that manual jobs were done by the other 60 
per cent who left school at 15. A_ high-school 
graduate could reasonably hope for a non-manual 
job, and might well hold out for one, refusing 
second-best alternatives. By the late 1960s, how- 


ever, the situation had totally changed. With only 
20 per cent of the age group now entering the labour 
market at the age of 15, many companies had long 
since adopted the practice of hiring none but high- 
school graduates for shop-floor manual work. The 
Republic of Korea seems to be about to follow the 
same path, the lower secondary middle school hav- 
ing long since ceased to be something which ought 
to lead to a white-collar job, and upper secondary 
itself gradually ceasing to have that significance. 


The ILO Missions to Sri Lanka and the Philip- 
pines found considerable differences in the attitudes 
of university and college graduates. In the Philip- 
pines, they appeared more likely to resign them- 
selves to driving a taxi or taking a clerkship. This 
may well be related to the fact that enrolment 
ratios in higher education in the Philippines are 
some 15 times as high as in Sri Lanka. 


One other possibility which deserves mention 
is to try to alter the attitudes of the educated un- 
employed by working on them directly, not by the 
“more indiscriminate” method of trying to change, 
in school, the attitudes of those who still do not 
know whether they will be unemployed or not. A 
significant example of one such scheme is the Shra- 
madana (Gift of Labour) Movement of Sri Lanka in 
which young people work with villagers on such 
projects as constructing roads, digging wells, im- 
proving sanitary facilities, developing water 
resources and irrigation canals and providing edu- 
cational and recreational facilities. The leadership 
for these voluntary activities comes in this case from 
the Sarvodaya’® or from the Government through 
its administrative organs for land development and 
provincial administration. The Sarvodaya Move- 
ment has already made an impact on secondary- 
school students who attend work camps in rural 
areas during school holidays as well as during the 
crucial period of 6-12 months awaiting admission 
to a university. This experience has inspired quite 
a number of them to seek employment in rural areas 
as teachers, development officers, doctors, etc., after 
completion of their university studies. What is sig- 
nificant in this programme is that it started, grew 
and received acceptance as an extracurricular school 
activity and its leaders continue to be serving or 
retired educators. A number of similar voluntary 
youth activities are recorded in practically all Asian 
member states, with equally encouraging results. 


Although educators may not be able to claim 
any direct credit for initiating compulsory national 
service, several effective projects under this category 


19 The Sarvodaya Movement of Sri Lanka is founded on the Bud- 
dhist principle of community help and is inspired by the Indian move- 
ment led by Shri Vinod Bhave. 
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have been utilized by educators as means of foster- 
ing community-oriented attitudes in young people. 
The most remarkable of these projects is Iran’s 
Army of Knowledge, with its counterpart in the 
health services. High-school graduates in Iran, 
when conscripted in the army, may elect to join 
these national services and are then given a basic 
training to equip them for the tasks and sent to work 
in rural areas for the period of conscription. Apart 
from the direct contribution this programme has 
made to the improvement of educational and health 
conditions in villages, the young people themselves 
appear to benefit from the experience: it is a remark- 
able fact that the discharged members of the Army 
of Knowledge constitute a major source of supply 
of rural teachers in Iran. 


In other Asian countries, such organized youth 
activities as Scouting, Junior Red Cross and Na- 
tional Cadet Corps, which are generally confined to 
school children, have been extended to cover out- 
of-school youth. The results have been generally 
encouraging, but the coverage of such programmes 
to date is still very small, What it shows, however, 
is that there is a wide variety of devices available 
for attempting to alter the values and aspirations 
of youngsters, It is not true that this can only be 
done in schools. Jt may not even be best done in 
schools, 


(b) Problem focus I: The cost of education 


The problem of the rising costs of education 
is one which acutely concerns many Governments, 
but in the general context of the problems of manag- 
ing the economy as a whole rather than specifically 
in relation to employment policies. Indeed, as we 
have noted, education is one of the most labour- 
intensive forms of industry. 


Nevertheless, of course, the more efficient the 
expenditure on education becomes, the more funds 
are released for other employment-creating expendi- 
tures. Hence, from the fiscal point of view, the 
attraction of concentrating expansion on primary 
education where unit costs are lower and more 
actual jobs are created per unit of expenditure. 
Hence, also, the attractiveness of non-formal alterna- 
tives to formal schooling. 


The main point to make under this heading, 
therefore, peripheral as it is to the main theme, is 
that many of the changes currently being suggested 
on other grounds do also have direct advantages 
from the point of view of those seeking to manage 
gove-nment budgets in a way most likely to promote 
development, 
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(c) Problem focus Ul: The content and quality of 
education for modern sector employment 


(1) Streams and courses 


It needs very little of the sophistication of the 
manpower planner to discern that serious shortages 
of certain kinds of manpower coexist in many Asian 
societies with a superfluity of graduates of other 
courses, usualy arts and social science. At the 
university level, only a few points need be made. 
First, about the problem of manpower shortages. 


(i) It should not be thought that the only way 
to deal with a manpower shortage is to send people 
abroad for training courses or to establish univer- 
sity or technical institute courses at home. Many 
of the most acute shortages are of skills, such as 
those of industrial management, which are in most 
cases effectively learned only on the job. Theory 
courses can help, but cannot easily replace learning 
by working, preferably in established organizations 
and under the guiding hand of more experienced 
people, otherwise by trial and error. 


(ii) Institutions or courses established to fill an 
immediate shortage develop their own momentum 
and do not automatically stop producing once the 
demand is met. The lessons of the Indian Institutes 
of Technology are worth bearing in mind. 


(ii) The diversion of small numbers of 
students into university courses leading to those 
professional occupations where manpower is actually 
lacking is not going to make much difference to 
the total volume of graduate unemployment. In 
the early 1960s, it was possible to believe that more 
scientific education was the answer, that if only 
more of the superfluous arts students could be 
switched to science, the economy would somehow 
take off and the employment problem would be 
solved. In many countries, however, it is clear 
that the only reason why there is no employment 
problem for general science graduates is because the 
rate of expansion of secondary science has enabled 
the educational system to consume nearly all its 
output. However, this phase cannot last for long. 
In India, of course, unemployment has already come 
not only to general science graduates, but even to 
the science-based professions. 


The question of surplus of arts and social 
science students, of course, is the nub of the general 
question of inflated enrolments already discussed at 
length, There is a deeper question, however, as 
to whether even for those who get jobs, the con- 
ventional university arts or social science degree is 
the sort of training best calculated to make them 
productive participants in the economy. There are 
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alternatives, one model of which might be the 
American Junior or Community College. In Japan, 
a substantial number of students in Junior Colleges 
are women, who prepare themselves to be house- 
wives through courses in home economics. By 
contrast, large numbers of women students, especial- 
ly in India, Malaysia, Pakistan and Sri Lanka, 
“mark time” in university courses in the humanities 
(at much greater cost) until they are given in marri- 
age. Apart from producing terminal courses for 
housewives, the Japanese Junior Colleges have suc- 
ceeded in training technicians and middle-level 
supervisors for industry and business to a point 
where over 75 per cent of graduates in many fields 
enter employment in jobs related to their training.2° 
The promise held out by the Junior College ac- 
counts for its growing popularity in several other 
ECAFE countries, particularly the Republic of 
Korea and the Republic of Viet-Nam. By way of 
contrast, the “Junior University Colleges” establish- 
ed in Sri Lanka in 1966 have been recently down- 
graded to Polytechnics. 


The pilot programme of the University of Delhi 
in India is an extension of the experiment of the 
Junior College into the framework of a university; 
25 per cent of the new enrolments for liberal arts 
courses have been directed to arts-based professional 
studies, such as office management, insurance, pub- 
lishing, retailing and trade, foreign trade, store- 
keeping and stores accounting and library science. 
The University’s plan is to expand this programme 
of “Vocationalizing Humanities Departments” by 
adding further professional studies, such as child- 
care services, hotel management and food services, 
textile and clothing work, instrument technology and 
computer science. Even though the size of intake 
to each course is based more on the intuitions of 
informed circles than on any kind of manpower 
estimate, it is none the worse for that and, if it 
does nothing else, it increases the number of short- 
term options in higher education, thus reducing the 
pressures on four-year courses. 


At the secondary level, the expansion of voca- 
tional streams remains the declared policy of many 
Governments, as was noted in chapter V. To 
summarize and sharpen what was said there about 
the dubious value of many vocational courses, the 
following points are worth stressing. 


(i) Vocational schools rarely train for self- 
employment. The irony of agricultural secondary 
schools, whose products use their certificates to get 
out of farming into the pensionable security of office 


07, Arai, “Notes on institutions and policies for manpower deve- 
.opment in Japan”, paper presented to the 1973 Asian Regional Con- 
ference on Industrial Relations, Tokyo, mimeo. 
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work in agricultural administration, is frequently 
remarked on. 


(ii) Vocational training by bad teachers may 
be worse than no vocational training at all. 


(iii) It is inherently difficult to institutionalize 
courses in very specific skills for large numbers of 
pupils with any likelihood that, at the end of the 
course, they will be able to use those skills. The 
lowest-common-denominator type of general skill 
which has to be taught, therefore, may be too un- 
related to any particular work to have much voca- 
tional value, or to have any recognized value in the 
labour market. 


(iv) However, this problem may be somewhat 
less for commercial than for engineering/technical 
vocational courses. 


(v) Where vocational schools are resorted to 
only as a second best by students whose main ambi- 
tion is still to proceed to higher education, they are 
unlikely to repay the additional costs (in equipment, 
etc.) which they entail. 


(vi) In such circumstances, their graduates 
may have little chance of getting employment if 
they do enter the labour market at the end of secon- 
dary. 


(vii) Given that employers often do use educa- 
tional records or the general reputation of the 
school attended as indicators of general ability, a 
vocational school is likely to succeed only if it can 
attract able (in the sense of academically apt) 
students. It is unlikely to attract the most able who 
can resaonably hope to proceed to university, but 
at least it needs students who are more able than 
those among academic secondary leavers who can- 
not find jobs. Only thus can it set its entrance 
standards higher than those of many academic 
stream schools, and only if its entrance standards 
are stiffer will employers be likely to prize its pro- 
ducts. Causation works backwards, too. Only if 
employers are observed to prize the school’s pro- 
ducts will able students be attracted. There may 
be several points to break into the closed circle: 
to insist on high entrance standards willy-nilly, even 
if that means low enrolment until the school proves 
itself; to get advance guarantees of employment for 
graduates from employers individually or collective- 
ly, to mount a propaganda campaign about the 
virtues of the new type of education; and so on. 


(viii) Getting able students in many societies 
poses a dilemma. If the vocational stream is made 
dead-end, i.e. definitively vocational so that few 
students would find it possible to proceed to tertiary 
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education, able students: may be reluctant to enter it. 
If it is not made dead-end, students may not have 
the commitment to their vocation to take their voca- 
tional courses seriously (they will be concentrating 
on the academic courses, performance in which will 
determine their chance of going higher in the schoo) 
system) and they will not seek the job they are 
trained for—a double waste. The comprehensive 
school, so commonly hailed as a solution to the 
problem of secondary education, only exacerbates 
this dilemma. Its appearance is one manifestation 
of the constant pressure of parents, teachers and 
educational administrators to postpone the point of 
definitive “selection and labelling” to as high an age 
as possible. 


(ix) These last two points constitute the 
“double bind” of vocational education. General im- 
pressions suggest that these are most acute in so- 
cieties with low levels of secondary enrolments. 
Vocational schools seem to work better in societies 
where there is already a very high level of secondary 
enrolments, such as the Republic of Korea. When 
only 10-15 per cent of children are getting to sec- 
ondary schools, it may be possible for all of them 
to see themselves as in the race for the very top 
jobs that only 3-5 per cent of their age group will 
get. When 40 per cent of children are completing 
secondary, there must be a large proportion whose 
school record during primary was not such as to 
encourage such hign ambition, i.e. children who, 
from the time they enter the school, see their secon- 
dary education as likely to be terminal. These 
children form a genuine market for some kind of 
vocational education. 


(x) As a general principle, vocational training 
is much better carried on through non-formal chan- 
nels: by the informal process of learning by watch- 
ing and doing; by more formalized (but still, in the 
current jargon, non-formal!) training courses at the 
place of work; by night school and day-release 
courses run by public authorities or private enter- 
prise; by in-service training of the kind given to 
teachers and nurses, etc. 


(xi) There is considerable scope for govern- 
ment action to improve the quality of in-service 
training within industry, both by systems of finan- 
cial incentives to employers, and by the provision 
of advice and regulation, possibly through a training 
inspectorate. 


(xii) Private enterprise, “shop-front’”’ schools 
probably provide more vocational training than is 
generally realized. There may be a case for public 
regulation to improve quality, provided that does 
not act as a deterrent to useful initiatives. 
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(2) Content and quality: Attitudes and 
mental habits 


The question of whether the attitudes and 
mental habits inculcated in schools are such as to 
make the educated, when they face unemployment, 
incapable of the sort of creative response which 
would enable them to generate their own self- 
employment has been discussed. There is a similar 
question: are the attitudes and mental habits incul- 
cated in schools such as to make those who do get 
jobs as employees a good deal less efficient, hard- 
working or responsible than better kinds of educa- 
tion could make them? 


In so far as attitudes towards manual labour 
are concerned, what was said above about work 
experience and the dignity of manual labour applies 
as much to the second question as to the first. In 
other respects, however, tiiere are differences in the 
situation of the employee and the self-employed. 
One would expect the employee to be very suitably 
prepared by the experience of school: punctuality, 
discipline, orderliness, obedience, the capacity to 
work co-operatively in a rule-bound organization, 
to work diligently under minimal supervision, to 
work towards long-term goals. These are the virtues 
of the employee in the work place as much as of 
the pupil in the school. 


However, chapter V suggested that there 
might be other, distinctly dysfunctional, aspects of 
a pattern of school education dominated by learning 
(often genuinely mindless rote-learning) to prepare 
for examinations. It was suggested that many years 
of such education (not much altered, in style, even 
at the university level) might kill initiative and 
curiosity, and inhibit the capacity to find intrinsic 
pleasure in solving problems, or the sense of crafts- 
manship that likes to see a job well done. 


It was partly with these considerations in mind 
that the reports of the ILO missions to Kenya and 
Sri Lanka laid considerable emphasis on the reform 
of selection procedures. The recommendation of 
the Sri Lanka mission was that, as far as possible, 
entry tests for selective higher education and recruit- 
ment tests for jobs should take the form of aptitude 
tests rather than tests of academic achievement in 
the preceding cycle of education. 


In the educational world, advocacy of aptitude 
tests usually rests on the belief that they either (i) 
result in a better fit between individual capacities 
and the requirements of occupational roles, or (ii) 
in the case of entry into secondary or higher educa- 
tion, aptitude test performance is less affected by 
the quality of previous schooling, and hence con- 
duces to greater equality of opportunity. 
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Neither of these was the major concern of the 
Sri Lanka mission. Its recommendation rested on 
the perception that, as long as educational certi- 
ficates were the way society rations highly unequal 
life-chances, and as long as educational certificates 
depended on measured academic achievements, 
given the sort of measurements which objectivity 
requires, nothing in the world would make school- 
children look around them for application of Pytha- 
goras’ theorem rather than simply remembering its 
proof, nothing would make them take an interest 
in the doings of national heroes rather than remem- 
bering their birth and death dates, nothing would 
prompt them to ask their farmer fathers about what 
fertilizer actually does rather than learning the 
names of the main constituents of fertilizer. A shift 
to aptitude tests, it was suggested, by allowing future 
prospects to be determined by a test which it was 
generally believed could not be effectively coached 
for, except by the gradual accumulation of generaliz- 
ed verbal and problem-solving skills, would liberate 
the curriculum. The time being no longer needed 
for the process of qualification, it could be used for 
education. 


Aptitude test, to be sure, is an imprecise term. 
It can cover intelligence tests of various kinds, 
manual dexterity tests, personality projection tests, 
etc. Aptitude testing is a far from developed art, 
even in the rich countries, and much work would 
need to be done to adapt the various techniques 
used in America or Europe to the different cultures 
of Asia. However, with a far from prohibitive ex- 
penditure of resources, it is hard to think that it 
would be difficult to devise tests which would at 
least do no worse than the present achievement test 
regime. If they actually did better, that would be 
an additional bonus. The essential requirements 
are (i) that they should be socially acceptable (i.e. 
that it should not seem unjust to ration life-chances 
that way) and (ii) that it should be genuinely 
demonstrable that beyond a certain point coaching 
did not materially alter performance, so that the 
schools would not be tempted to spend all their 
time practising aptitude tests. 


The specific problems of aptitude tests may 
not seem quite so important if it is borne in mind 
that the last point (being free of the backwash effects 
of achievement tests) is the central force of the 
ILO mission’s suggestions. That requirement, to- 
gether with the requirement of social acceptability, 
might also be met by other tests not normally called 
aptitude tests. Achievement examinations confined 
to the national language and mathematics and of a 
kind to stress problem-solving and imaginative 
capacities are already a long way towards aptitude 
tests compared with the kind of achievement tests 
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more generally in use.2!_ Another device might be 
to hold, for one single week in the year, an exami- 
nation course on a subject not normally taught in 
school and not announced beforehand, using 
standard teaching material supplied in a sealed 
package and supplemented by radio. An examina- 
tion at the end of the week, provided the material 
were well prepared to provide tests not only of 
memory, but also of reasoning powers, powers of 
expression, arithmetical skills, etc., could provide a 
useful measure of the capacity to learn which would 
be directly and obviously related to fitness for fur- 
ther education and which one would expect also to 
correlate with many other abilities of value in the 
labour market. 


One advantage of these schemes is that they 
could be introduced gradually. Marks on these 
other kinds of tests could be entered on students’ 
record cards as a supplement to their standard 
examination score, and selection for higher educa- 
tion could depend on both marks; similarly, private 
and public employers could have access to both 
marks.?2 


As countries gained experience with the new 
testing device, its weight in a student’s over-all 
score could be gradually increased; as the weight of 
traditional examinations declined, more and more of 
the curriculum during the secondary stage would be 
liberated for creative learning divorced from the 
necessity of passing examinations. It might be 
added that this last idea could be adopted without 
any additional investments other than those involv- 
ed in providing a one-week radio and correspon- 
dence course plus the processing of an additional 
set of test scores. 


The possible objections to these proposals are 
recognized and discussed in the Sri Lanka Report. 
Examinations perform three functions in the school 
system: (i) certifying the possession of certain com- 
petences and attributes for purposes of being hired 
in the labour market; (ii) predicting successful per- 
formance in the next cycle of education; and (iii) 
ensuring attendance and enforcing discipline in the 
preceding cycle of education. It is precisely the 
latter which gives rise to doubt. The Sri Lanka Re- 
port considers the problem of “the carrot and the 
stick” and concludes that this particular function of 
examinations must be repudiated as much for the 
sake of teachers as for the sake of students. 


21 See ILO, Employment, Incomes and Equality: A Strategy for 


Increasing Productive Employment in Kenya, 1972. 

22110, Matching Employment Opportunities and Expectations, 
pp. 139-140. See also ILO, Employment, Incomes and Equality: A 
Strategy for Increasing Productive Employment in Kenya, op. cit., 
PZ: ; 
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“A major objection is that to replace 
achievement tests partially by aptitude tests 
would be too much of a challenge to teachers. 
At present they are compelled neither to excite 
the pupils’ intellectual curiosity nor to prove 
the relevance to daily life of what they teach. 
They can evoke effort simply by appeal to self- 
interest — ‘You must learn this to pass the 
examination, and you must pass the examina- 
tion to get a job’. Deprived of this external 
prop, and being compelled for the first time 
really to teach instead of being the mere in- 
struments in a vastly complex and costly sys- 
tem of indirect ability testing, many teachers 
would certainly feel threatened by the chal- 
lenge. But nobody who has seen some of the 
teachers in the early grades of Ceylon’s primary 
schools (where thoughts of examinations are 
still relatively remote) and noted the vivacity 
with which they teach, and the equal vivacity 
of their pupils’ response, can doubt that many, 
at least, would be capable of rising to it.” 


The challenge is certainly considerable, but it 
is a challenge which teachers have faced and over- 
come for centuries, because it is only in the last 
century that educational credentials have been used 
in the labour market on any large scale. In the 
more traditional societies of ninteenth century 
Europe, the chief alternative motivator was discip- 
line, backed by the authority which naturally adheres 
to older people in show-changing societies. That 
authority is still available in many Asian societies, 
but so also are new pedagogic ideas about discovery 
learning, the importance of arousing curiosity, and 
the desire to achieve. Given, also, that, even if all 
selection were done by aptitude tests, there would 
be absolutely no reason for teachers to abandon 
frequent ad hoc achievement tests to provide feed- 
back information on the success of their teaching, 
to give students visible evidence of their accom- 
plishment, etc., the problems should not be insur- 
mountable. 


(d) Problem focus IV: Content and quality of 
education for the traditional sector 


If changes in the pattern of selection of the 
kind suggested might have advantages in improving 
the quality of the education received by those who 
go on to jobs in the wage sector, an even more 
important effect is to make it possible to “ter- 
minalize” the curriculum of the later years of the 
open-access span — to switch the emphasis of the 
upper primary/junior secondary/middle schools 


8 Tbid., p. 139, 
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from the examination preparation of the minority 
proceeding to higher education to the more realistic 
preparation of the majority for the kind of working 
life that they can actually expect. The schools do 
not have to become terminal in fact. Ten per cent 
or fifteen or thirty per cent of children could still 
be selected by aptitude tests for further education. 
But there would be no reason for their needs to 
dominate the classroom. Their prospects of pass- 
ing the test would not depend on being fully devoted 
to the examination syllabus with no time left for 
following an interesting digression; their teacher’s 
rating and career prospects and his standing with 
village parents would not depend on how many 
children he succeeded in getting through the 
examination. 


It was suggested in chapter VI that some — 
change of this kind might be a precondition for the © 
genuine success of any programme of pre-vocational 
studies. Only if the school curriculum is relieved 
from the pressure of examinations are such studies _ 
likely to be taken seriously by the most able children 
who set the tone of the class. 


An alternative proposal designed to meet this 
same purpose is that in the report of the ILO’s 
mission to Kenya** which recommended that each 
primary school should be given a quota for the 
number of students who would be accepted annually 
into secondary school. This would have one very 
important effect: even if the examination was still 
a conventional achievement test, the teacher would 
no longer have any personal interest in concentrating 
on examination preparation since there would be no 
way of increasing his number of examination 
“successes”. He would, indeed, have every reason 
for playing-down the importance of the examinations, 
because they now become a field in which his 
children are competing only against each other, not, 
as it were, collectively against the children of other 
schools. Indeed, to alter the pattern of incentives 
further, the report suggested that a school’s quota 
might be raised if it showed a particularly creditable 
performance in developing the work-oriented curri- 
culum projects which the report also recommended. 


There is enough evidence in the failure of 
work-oriented, vocational or pre-vocational studies 
in rural schools in the past, and in the anxieties of 
those trying to introduce such studies at present, to 
suggest that some such change in the examination 
system is now, in any school where a sizable propor- 
tion of the children see themselves as “in the race” 
for modern-sector white-collar jobs, a precondition 
for the success of any such programmes. 


241LO, Growth, Incomes and Equality, p. 245. 
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However, a necessary precondition is not a 
sufficient condition. The problem of competence in 
teachers, the problem of finding relevant and 
manageable material, or of organizing productive 
work in a way that makes it both a satisfying and 
an educative experience — these problems would 
remain. It may well be that these matters are 
better handled outside the framework of the school 
proper. It is certain that they can only be effec- 
tively carried out with the co-operation of those 
farmers and craftsmen of the community who are 
progressive and innovative, the agricultural exten- 
sion worker, and the health worker; in fact the 
co-operation of all those who are concerned with the 
over-all development of the community. If the 
school can become, or be combined with, a general 
development centre, it will probably be a more use- 
ful school. 


Finally, under this head, to summarize some of 
the other points made in chapter VI, it is by no 
means obvious that the school is the major instru- 
ment of rural development; improvement of the 
material infrastructure, credit extension services, 
changes in rural organization, the building of co- 
operatives, etc. may all contribute more. Equally, 
there may be a lot to be said for putting more 
resources into the training of youths and adults than 
of children. At the same time, there is a good 
deal of evidence that, even with all the faults of the 
existing pattern of education and even if rural schools 
are now wasting opportunities which with suitable 
reforms could be seized, if they do provide a sound 
basis of literacy, numeracy and oracy, and if literacy 
passes that critical threshold at which it comes to 
be taken for granted that every family in a com- 
munity has someone who can read so that written 
communication builds into the everyday organization 
of the village, a lot of other developmental changes 
are likely to take place. 


It is on this that, even in the absence of any 
prospect of transforming the content and ethos of 
schools, the case for making primary education 
genuinely universal rests. 


(e) Alternative strategies 


The various policy suggestions outlined in this 
chapter do cohere together — their underlying 
theme is a tendency to doubt all of the assumptions 
which were set out in chapter III as the common 
basis of education policies in most countries hitherto. 
The common thread running through most of the 
current thinking which has been described is the 
search for a form of education which will avoid the 
characteristic, modern-sector-first assumptions which 
have brought so many unforeseen consequences to 


the educational system; a tendency to question the 
“schedule of correspondences”; an increasing willing- 
ness to recognize that the pretence must be dropped 
that schools are there merely to educate and train 
and students are there merely to learn, and willing- 
ness, in short, to recognize that the school’s function 
to sort out each age group and to ration income, 
power and prestige needs to be taken into account 
just as much as its function to teach. 


The range of alternative policies is nevertheless 
wide. It might be a useful summary conclusion 
to try to separate the various suggestions which 
have been recorded into two more or less coherent 
packages: a package of relatively radical structural 
reforms, and a package of marginal/incremental 
changes. 


The structural package contains the following 
elements: 


— Alter the public sector recruitment patterns 
to do all bottom-of-the-ladder recruitment 
at 16-18, and give every incentive to the 
private sector to do likewise. 


— Higher education beyond that age to con- 
sist of three types: 


(i) In-service training, e.g. of future adminis- 
trators to study politics, economics, public adminis- 
tration or sociology. Such training could be re- 
current throughout life and in a variety of forms, 
not conventional degrees. 


(ii) Training for self-employment. Non- 
certifiable courses in carpentry, business manage- 
ment, accountancy etc. (but certifiable when there is 
a need to protect the public, e.g. in the case of 
druggists). 


(iii) In-career education: again non-certifiable 
courses, again not conventional university degree 
packages of knowledge, again not confined to the 
beginning of a career. They would be part-time, 
or there could be a scheme of granting leave from 
work for these general education courses as much 
as for in-service training. 


— Use the resources released by the con- 
sequent natural shrinkage of tertiary-level education 
to make primary education as universal as possible, 
and extend the open-access span of universal school- 
ing as long as possible. 


— Decisively shift the content of primary 
education to make it relevant to the work life of the 
community in, which the school is situated. 
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— All tests which serve to ration life chances, 
e.g. occupational recruitment tests, and selection in 
the educational system (in societies which cannot 
afford to keep all children in school until the age 
of 16 or 17 so that there has to be selective educa- 
tion at the secondary level), to be something other 
than achievement tests to avoid distorting the school 
curriculum, 


— In all fields, an -encouragement of on-the- 
job learning, decisively shifting the balance of the 
society's learning from pre-career qualification to 
in-career preparation for a future career which one 
has already chosen, and for which one has been 
chosen, 


The incrementalist package of reforms which 
can be implemented more gradually contains, indeed, 
many of the elements of the more radical one, if 
somewhat modified, 


— An expansion of primary education, com- 
bined with adult education efforts to give everybody 
a basic education as complete as the society can 
afford. 


— Even though complete success may be im- 
possible without a change in the structure of incen- 
tives, continuing efforts to replan the curriculum 
content of this basic education to achieve not only 
literacy and numeracy and oracy, but also such 
objectives as character-building and _ citizenship- 
training and making each person capable of seeking 
(and fitting himself into) an adequate means of 
livelihood. 


— Perhaps, to aid in this, a shift towards the 
aptitude pole of testing methods, possibly, for in- 
stance, including in achievement tests an increasing 
number of problem-solving questions or questicns 
not directly related to the previous syllabus. 


— Discouragement of expansion of secondary 
and higher education, chiefly by financial measures, 
shifting the costs to parents or to the future earnings 
of the educated, but with compensating subsidization 
for the poor, if it is possible to ensure that the sub- 
sidies would actually go to the poor. 
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— Perhaps, (a shift towards the pattern of the 
structural-change model) a compulsory period of 
work experience might intervene between the end of 
secondary and the beginning of higher education, 
even if the pre-career qualification pattern in general 
remains. 


Although they do roughly cohere as packages, 
they are not a matter of straightforward dichotomous 
choice. There are many intermediate possibilities 
and possible alternative combinations of resources, 
which is perhaps fortunate since the moments in 
history when a Government can choose, for such a 
central element of the life of the society as the 
school system, a set of reforms as far-reaching as 
the structural package do not perhaps recur very 
often. The policies which Governments will wish 
to pursue must accord with their own priorities and 
social circumstances. 


It is not the object of this survey to urge on 
them any particular solutions. The survey will have 
done its job if it has illuminated by its analysis some 
of the problems which Governments do perceive as 
problems, if it has usefully recorded and evaluated 
some of the ways in which Governments have 
tackled these problems, and if it has suggested some 
solutions to those problems which otherwise might 
not have been thought of. 


A final remark, however, can be made without 
much hesitation. One thing that this survey has 
shown is the paucity of useful research on the 
following questions in ECAFE countries; on the 
functioning of the labour market; on employers’ re- 
cruitment practices and the reasons why they attach 
importance to different qualifications; on parents’ 
and children’s perceptions of the job prospects 
following certain courses; on the relative values 
placed on security or salary; on the motivation to 
learn in the rural primary school; on the effects of 
different motivations on the formation of attitudes; 
on the ways in which schooling might affect 
farmers’ propersity to innovate. The need for re- 
search in these fields is, overwhelming, and the part 
which international agencies can play im such re- 
search is worthy of serious consideration. 
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RECENT ECONOMIC DEVELOPMENTS AND EMERGING POLICY ISSUFS 
IN THE ECAFE REGION, 1972/73 


(a) The international situation' 


The world economy in 1972/73 was marked 
by a number of strong developments. First, world 
production experienced an upsurge in 1972: world 
output growing by 5.5 per cent. This rate of growth 
was higher than that recorded on average during the 
1960s and considerably exceeded the 3.75 per cent 
annual average growth rate attained during 1969- 
1971. Current indications suggest that this recovery 
will continue throughout 1973, although the impact 
of measures aimed at dampening increases in ag- 
gregate demand and the effect of the reduction of 
world oil supplies on aggregate output make predic- 
tions difficult. 


Secondly, although 1972 was marked by a 
reduction in the level of inflation in the industrial 
countries, late 1972 and early 1973 witnessed infla- 
tion gathering unprecedented momentum on a global 
scale. In the industrial countries, the rate of in- 
crease in GNP deflators in 1972 was 4.5 per cent, 
which was less than that recorded in any year since 
1968. However, in early 1973, GNP deflators for 
the industrial countries have been estimated to have 
increased at an average annual rate of more than 
6 per cent. There is no evidence to suggest that 
this strong inflationary development diminished in 
late 1973. 


Thirdly, in 1972 there was a recurrence of 
currency problems caused by the continued imba- 
lance in the current account situation of several of 
the major industrial nations and the failure of 
capital account flows to offset adequately these im- 
balances. As a result, further major exchange rate 
readjustments occurred. 


Fourthly, despite the uncertainties to which the 
currency problems gave rise, 1972 saw the volume 
of world trade expanding as fast as it had done on 
average during the 1960s, i.e. at 8 per cent per an- 
num. Preliminary evidence suggests that this im- 
pressive performance was improved upon in 1973. 


1 This chapter was prepared at a time when the uncertainties with 
regard to oil supplies were just becoming apparent. Asa result, it has 
been possible to incorporate the effects of possible changes in the oil 
situation in this review of regional developments. 


Finally, although the global economic per- 
formance in 1972/73 was impressive, the achieve- 
ments of the developing countries give cause for con- 
cern, particularly as the average GNP growth rate 
for the first two or three years of the Second 
Development Decade is well below the target set 
in the strategy. Their average rate of growth in real 
GNP in 1972 of 6.1 per cent, while substantial, was 
below that attained on average in 1968-1970, Cur- 
rent indications, however, suggest an improved situa- 
tion in 1973 as far as developing economies’ GNP 
performance is concerned, Inflation, if assessed by 
movements in consumer prices, attained serious 
dimensions, the average weighted rise in consumer 
prices in 1972 being 14.7 per cent. At the same 
time, the rate of increase in exports of the non-oil 
producing developing countries in 1972 was only 
5.1 per cent, which was below the average percent- 
age achievement of the period 1968-1970 or of that 
attained during the First Development Decade. 


(1) Output and prices 


The rate of increase in the global volume of 
output accelerated from an average annual rate of 
growth of 3.75 per cent during 1968-1971 to 5.5 
per cent in 1972, Current indications suggest that 
the rate of increase in 1973 will exceed 6 per cent, 
although the impact on output of measures taken to 
control aggregate demand and of the reduced avail- 
ability of fuel supplies make prediction difficult. 
This upsurge in activity has been facilitated by the 
excess capacity that developed in industrial coun- 
tries in the previous two years and by the expan- 
sionary policies adopted by these countries to secure 
full-employment output levels of production, In 
particular, the vigorous increase in aggregate de- 
mand in the United States was the major contribu- 
tor to the impressive global growth performance of 
1972. Economic conditions were also buoyant in 
the USSR. In 1973, national income grew by 6.3 
per cent as compared with an average annual rate 
of growth of 4.6 per cent in the period 1971-1972. 
The increased level of economic activity in the 
USSR is a result of record harvests in the agricul- 
tural sector and of a higher level of output in the 
industrial sector than was anticipated. It is expect- 
ed that the rate of growth in national income in 
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1974 will again exceed 6.0 per cent and that ex- 
ports to and imports from developing countries will 
be increased substantially. 


This impressive upsurge in activity in develop- 
ed industrial countries has had its impact on the 
economies of developing countries. Table II-1-1 in- 
dicates clearly the relationship between increases in 
demand for developing countries’ imports by de- 
veloped industrial countries and increases in output 
in the developing countries. Another important 
factor which affected the level of economic activity 
in developing countries was their generally improved 
balance of payments position which made possible 
a continued flow of imports of raw materials, semi- 
processed and capital goods items from the develop- 
ed industrial countries. Nevertheless, the over-all 
performance of the developing countries in 1972/ 
73 is not impressive when the low level of per capita 
output in these countries is taken into consideration 
and when the current growth rate performance is 
compared with that achieved in previous years. 
Especially is this so when it is the performance of 
non-oil producing developing economies which is 
considered. In 1972, for instance, the average rate 
of increase in output of developing countries in Asia 
was approximately 4 per cent — making for neg- 
ligible increases in per capita incomes in this region. 


While 1972 and early 1973 witnessed a revival 
in the rate of growth in output in the world econo- 
my, they also experienced continued inflation. To 
some extent, inflation in developed industrial coun- 
tries was dampened in 1972 because of the lagged 
effects of productivity gains and the temporary res- 
pite won by incomes and prices policies, but indica- 
tions suggest that inflation was accelerating in 1973. 
GNP deflators for industrial countries show inflation 
proceeding at 4.5 per cent in the second half of 
1972 and increasing to an annual rate of over 6.0 
per-cent in the first half of 1973.2 Several factors 


? International Monetary Fund, Annual Report, 1973, pp. 10-11. 


TABLE II-1-1. 
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have contributed to this increased level of inflation: 
the reduced levels of excess capacity in the develop- 
ed industrial countries, the weakening of prices and 
incomes policies in a number of countries, the gen- 
eral rise in food prices as a result of supply short- © 
ages and the increase in prices of non-food agricul- 
tural commodities due to the rebuilding of in- | 
ventories. 


The general decrease in inflation in industrial 
countries in 1972 was not experienced in the de- 
veloping countries where the rise in consumer prices 
in 1972 reached an alarming 14.7 per cent on 
average® compared with 10.2 per cent in 1971. Nor 
are there any indications that this serious threat to 
economic stability in the developing countries dimi- 
nished in 1973. 


While over-all inflationary pressures have had — 
serious consequences for the developing countries, 
that component of inflation which results from rising 
commodity prices has had particular implications. 
The cyclical upsurge in economic activity in the . 
industrial countries greatly increased demand for the 
products of primary producing countries, and this | 
strengthening of demand was sustained in 1973. 
Supply factors were equally important. Drought 
conditions severely reduced world grain output, par- 
ticularly in some Asian developing countries, e.g. 
India, Indonesia and Thailand, as well as in 
the Soviet Union, and world outputs of meat, cocoa — 
and sugar were also adversely affected by supply 
conditions. Another cause of increased commodity 
prices, in terms of United States dollars or of the 
local currencies of many primary producing coun- 
tries, was the currency adjustments which took place 
in the 1971-1973 period. These not only affected 
prices directly, they also gave rise to a speculative 
demand for commodities as a hedge against losses 
occurring as a result of exchange rate alterations. 
Excluding petroleum, commodity prices rose by 13 


3 Tbid., pp. 10-11. 


GROWTH OF OUTPUT IN LESS DEVELOPED 


COUNTRIES AND RELATED INDICATORS, 1969-1972 


Imported weighted real GNP of ae 


ed countries® 
Less developed countries: 
Volume of exports to developed 
countries 5: eink 
Real GNP . 


Percentage change from the preceding year 


1969 1970 1971 1972 
6.7 5.4 4.0 5.3 

10.1 8.9 6.4 6.7 
6.9 6.6 5.7 6.1? 


Source: International Monetary Fund, Annual Report, 1973, table 3, p. 11. 
* Weights are proportionate to each developed country’s imports from 


developing countries. 


» Based on estimates for some 50 countries, accounting for about 80 per 
cent of the total output of less developed countries. 
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per cent between 1971 and 1972, the non-food 
component of this increase in prices registering a 30 
per cent increase. Although the developed primary 
producing countries gained the major share of bene- 
fits from this increase in commodity prices, some 
developing countries also secured substantial gains, 
and the pattern of price movements in late 1972 and 
early 1973 suggests that their share of the net 
benefits will prove to have been greater in 1973. 


(2) International trade and payments 


Despite the unsatisfactory current account 
situation of many of the large industrial coun- 
tries and despite the failure of capital flows to 
correct these imbalances, the volume of world trade 
continued to expand at a satisfactory rate of around 
8 per cent in 1972, and current indications suggest 
that this rate of increase will be exceeded in 1973. 
In addition, it was apparent by 1973 that exchange 
rate alterations were beginning to affect the current 
account positions of many of the major industrial 
nations. An important component in the increase 
in value of world trade has been the expansion of 
developing country exports of primary products due 
to volume increases and to the rise in commodity 
prices referred to above. However, the value of 
these increased export earnings has been reduced by 


the persistent rise in the price of goods imported 
from the industrial countries. As a result, there 
was no significant improvement in the over-all 
terms of trade of developing countries in 1972, al- 
though some improvement appears likely in 1973. 
As table II-1-2 indicates, the increase in exports of 
the developing countries in 1972 was moderate when 
compared with the increase attained in previous 
years and well below the level required if Second 
Development Decade targets are to be achieved. 


Developing countries’ imports were also slug- 
gish in 1972, rising by only about 3 per cent. This 
was probably a result of the earlier sag in develop- 
ing countries’ export performance. Late 1972 and 
1973 data indicate that the rate of import demand 
of the developing countries is incresing, as a result 
of the increase in economic activity in these coun- 
tries, their improved export performances and their 
improved foreign exchange reserve position. 


The developing countries considered as a whole 
experienced an improvement in their trade balance 
from 1971 to 1972: exports rising by 15.5 per cent 
in United States dollar terms and imports by 12.5 
per cent. As a result, even the non-oil producing 
developing countries improved their over-all current 


TABLE II-1-2. VoLUME OF WORLD TRADE: Exports, 1960-1972 
(percentage changes, except as noted) 
Relative Annual Change from preceding year 
magnitude average 
in 19728 1960-1970» 1968 1969 1970 1971 1972 
Woldse ais. st tna. 100 8.3 13.0 10.6 9.0 6.1 8.5 
Industrial countries . . . 74 8.7 14.2 11.0 9.3 5.9 8.9 
Canada Seana 7,’ 6 9.8 15.2 6.6 9.9 Diy. 9.8 
LEO a a a oe 7. 8.6 12.7 15.9 14.9 8.6 14.3 
Germany, Federal i 
Republic of . . . . 13 9.6 16.0 12.1 8.5 6.7 8.6 
Malvae AYi as arte % 5 12.8 17.6 10.4 8.4 7.0 14.2 
JADADl Wi aswieun Hal oe 8 16.4 24.1 18.0 14:5 We) 55 
United Kingdom . . . 7 4.8 14.2 10.8 Jad] 6.1 1.5 
United States . . . . 13 5.6 8.0 6.3 8.0 —1,2 9.3 
Other industrial countries* 16 9.1 13.4 15.4 10.0 6.7 10.1 
Primary producing countries 26 6.8 10.0 9.5 8.3 6.5 73 
More developed areas®. i 7.4 10.4 11-6r 7.8 6.5 10.8 
Less developed areas’. . 19 6.6 9.8 8.8 8.5 6.5 6.1 
Cillexportseess hie 8 8.8 9.1 12.9 9.0 8.5 12, 
Other less developed 
oleate; We ee 11 5.8 10.1 7.6 6.2 4.8 Sil 


Source: International Monetary Fund, Annual Report, 1973, table 6, p. 18. 
4 Based on US dollar values of exports (f.o.b. customs basis). 


» Compound annual rates of change. 


© IMF member countries plus Switzerland. 


4 Austria, Belgium, Denmark, Luxembourg, the Netherlands, Norway, Sweden and Switzerland. 
© Comprising Australia, Finland, Greece, Iceland, Ireland, Malta, New Zealand, Portugal, South 


Africa, Spain, Turkey and Yugoslavia. 


‘ Comprising IMF member countries not listed in the “industrial countries” and the “more 


developed areas’. 


© The oil exporters included here are Algeria, Bahrain, Indonesia, Iran, Iraq, Kuwait, the Libyan 
Arab Republic, the Netherlands Antilles, Nigeria, Oman, Qatar, Saudi Arabia, Tobago, Trini- 
dad, the United Arab Emirates, and Venezuela. 
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account position by approximately $US 1 billion. 
At the same time, theré was a net inflow of capital, 
of which the non-oil producing countries received 
some. $US 13 billion in 1972, representing an in- 
crease of $US 2 billion over the net inflow recorded 
in 1971. This increase in net capital inflow ap- 
pears to have been mainly due to private long-term 
capital movements as net official transfers did not 
increase appreciably. As a consequence of these 
developments, the over-all foreign exchange reserve 
position of developing countries, including the non- 
oil producing developing countries, has improved. 


(3) International monetary developments and 
the developing countries 


The exchange rate realignments which took 
place in 1971 and 1973 have had their impact: on 
the trade patterns of developing countries, as well 
as on the valuation of their foreign reserve assets 
and debt liabilities, and have given rise to a num- 
ber of general policy implications. 


At this juncture, it is difficult to assess the like- 
ly quantitative impact of the early 1973 exchange 
rate readjustments on the trade patterns of develop- 
ing countries. A recent study‘ indicates that, as a 
result of the realignments, developing countries on 
average depreciated their currencies by approximate- 
ly 5 per cent vis-a-vis the currencies of developed 
countries considered as a whole. As compared 
with the 1971 Smithsonian adjustments, this involv- 
ed a slightly larger appreciation with respect to the 
United States dollar and a considerably smaller de- 
preciation relative to the currencies of all developed 
countries. For obvious reasons, the experience of 
individual developing economies varied considerably 
from the average situation presented here. On 
balance, the depreciation suggests that a. small de- 
terioration in the terms of trade of the developing 
countries is likely, but this will probably be more 
than offset by the late 1972 and 1973 increases in 
world commodity prices. 


Generalizing from the results of the 1971 ad- 
justments upon the exports and imports of develop- 
ing countries, it is likely that, when supply reactions 
have developed, the export income of developing 
countries as a whole will rise by about one per cent 
and import payments fall by a similar percentage. 
This should result in a balance of payments im- 
provement of approximately $US 1 billion, although 
indirect effects could reduce this improvement to 
a certain extent. 


It is probable that the full benefits of the effec- 


tive depreciation of developing country exchange 
rates will take time to appear as trade has to be 


4 Thid., pp. 28-33. 
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diverted from traditional channels and supply reac- 
tions take time. Nevertheless, the United States is 
now considerably more competitive in international 
markets than it has been for some time, and it 
would be surprising if this does not divert some 
developing country import demand away from the 
industrial countries of Europe and Japan. To some 
extent, also, the export of manufactured commodi- 
ties from developing countries to the markets of 
appreciating industrial countries will become easier. 


The foreign exchange reserves position of 
developing countries considered as a whole was ad- 
versely affected by the early 1973 currency realign- 
ments. Generally speaking, developing countries 
hold more of their international reserves in the 
form of United States dollars than do developed 
countries and, as a result, the realignment-induced 
increase in the United States dollar value of their 
total reserves, including the non-United States dollar 
component, was less than it might have been. On 
balance, it would appear that the dollar value of 
developing country reserves will rise by about 5S per 
cent and that United States import prices will in- 
crease by 7 per cent, implying a real loss of about 
2 per cent in United States dollar terms in their 
reserves. Further changes in the value of reserve 
assets can be expected to follow the exchange rate 
alterations which occurred subsequent to March 
1973. 


While the currency realignments have adverse- 
ly affected the value of foreign exchange reserve 
assets, they have in general slightly reduced the real 
burden of the debt and debt-servicing commitments 
of the developing countries.* In United States dol- 
lar terms, the foreign debt outstanding of some 70 
developing countries was increased by almost 5 per 
cent by the 1973 exchange rate realignment. How- 
ever, taking into account the currency-realignment- 
induced rise in the United States dollar price of 
developing country exports of around 7 per cent, 
total debt has been reduced in real terms by about 
1.5 to 2.0 per cent. Once again, it is important to 
realize that the experience of individual developing 
countries could vary significantly from this average 
situation. The real value of debt-service payments 
in 1973 appears to have been reduced by a similar 
percentage. 


(b) Economic development in ECAFE developing 
countries, 1972/73 


(1) Gross national product 


Economic growth in the Far East in 1972 was 
significantly affected by the poor agricultural per- 


® Ibid. 
8 Ibid, 
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formance of the majority of countries in the region 
which itself was due mainly to the failure of the 
monsoon, As table II-1-3 indicates, the weighted 
average growth rate of GNP has been declining 
since 1969, and the first three years of the Second 
Development Decade have witnessed a failure of 
the region’s GNP to grow at the target rate of 6.0 
per cent set in the strategy. In view of the gen- 
erally low level of per capita incomes in the de- 
veloping countries of the region and many pressing 
problems in the field of social development, employ- 
ment and income distribution, this failure is very 
disturbing. However, as the figures in the table 
indicate, it is expected that a much better perform- 
ance will be recorded for 1973 than for 1972 with 
a return to more normal conditions in the agri- 
cultural sector. Furthermore, while India’s growth 
rate of 1.5 per cent is low and this reduces the 
weighted result for the region for the 1973 fiscal 
year, it must be remembered that the 1973 result 
is for the year ending 20 March. In the remainder 
of 1973, output appears to have been increasing at 
an annual rate of around 7 to 8 per cent. The im- 
pact of this much better performance in India will 
be reflected in the 1974 GNP data for the region. 


In spite of a 7.1 per cent expansion in indus- 
trial output, India’s national income increased by 
only 1.5 per cent in 1972 because of unusually ad- 
verse climatic factors. Difficulties encountered in 
rehabilitating the national economy in Bangladesh 
were aggravated by the harmful effects of the 
drought. Scarce supplies of foreign exchange had 
to be allocated to food imports. In Burma, the low 
growth in the agriculiural sector was, to some ex- 
tent, offset by a 12 per cent expansion in industrial 


TABLE II-1-3. 


GDP GNP 1967 


profedied (billion 

TOWLA Yale ” a = 

"070-198"! $US) 
India® pare Eee 5.5-~- 65 46.0 3.8 
RICOUCM Mit Get He ce (nt -~ 11.0 3.3 
ane eee. y 8.0 ~ 10.0 7.4 79 
Malaysia (West) . 6.5— 6.5 2.9 6.3 
Pakistan’ . : 6.0— 7.0 10.8 5.4 
Philippines ; 6.0— 7.0 6.2 fil 
Republic of Korea 8.0 — 10.0 4.8 9.2 
Sri Lanka 4.5=- 5.5 1.9 4.5 
Thailand . 8.0— 8.5 4.2 79 
Weighted average 6.1- 7.2 a 4,9 


1960-1970 = 1965-1970 


Me OwWWNonnsa 


SELECTED DEVELOPING COUNTRIES IN THE ECAFE REGION: 
GNP AT CONSTANT PRICES 1960-1973 


Annual compound rates 
(per cent) 


5.7 
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output. The growth rate fell from 6.2 per cent in 
1971 to 3.2 per cent in 1972. Stabilization mea- 
sures undertaken in the Republic of Korea caused 
growth in GNP in that country to fall from 9.8 per 
cent in 1971 to 7 per cent in 1972. In Thailand, 
the economy slowed down to give one of the poor- 
est rates of increase in GNP recorded in recent years 
and well below the development plan objective. In 
Indonesia, the generally satisfactory performance of 
recent years was maintained, with industrial output 
and petroleum production being leading sectors. 


The effects of the drought were particularly 
evident in the Khmer Republic, Laos and the Re- 
public of Viet-Nam. The growth performance of 
these countries was also affected by military activi- 
ties. The two land-locked countries of Afghanistan 
and Nepal also made little progress. 


In Pakistan, there was a fall in industrial out- 
put in the fiscal year ending 30 June 1972, but a 
modest rise in agricultural output saw GNP grow 
by 1.4 per cent. Malaysia’s growth rate of 6.8 per 
cent was slightly in excess of the plan target. A 
fall in the prices of some of its export commodi- 
ties was offset by the rapid rate of growth in indus- 
trial production. In the Philippines, a modest 
growth rate of 5.5 per cent was achieved despite the 
disruption to economic activity caused by the severe 
effects of typhoon and floods in July. Finally, 
economic expansion in Hong Kong and Singapore 
continued at relatively high and satisfactory rates, 


Although data are not yet to hand for Indone- 
sia and Iran, economic growth in the region in 1973 
appears to have been satisfactory. 


GROWTH RATES OF 


Changes from previous year (per cent) 


191 


—o 


1968 


19690 “971 1972¢ 1973¢ 


3.) bf) oie, 4.8 lbp 1.5 
6.6 6,5 6.3 6.9 7.0 7.0 
7.9 11.) 8.6 10.3 14.0 12.0° 
“9 8.0 6.1 431 6.8 8.5 
8.2 1 oh G 6.6 —0,2 1,4 6.5 
6.2 6,7 6.2 yp) apps) 6.0 
13.3 Nike) 8.9 9.8 7.0 17.0 
8.4 47 el 0.5 2.6 2.6 
8.6 7A 6.7 6.1 4.0 9.0 
5.6 6.5 6.1 5.4 4.0 5.1 


Source: Economic Survey of Asia and the Far East, 1972 (United Nations publication, Sales No. E.72.1LF.1.), table 1-2, 
“These projections are contained in two ECAFE documents, Feasible Growth and Trade Gap Projections in the Developing ECAFE 
Region, Development Programming Techniques Series No. 7 (United Nations publication, Sales No. E.69.11,F.8), and Sectoral Out- 
put and Employment Projections for the Second Development Decade, Develop:ient Programming Techniques Series No. 8 (United 


Nations publication, Sales No, E.71.11.P.6.). 
» Derived from national official publications. 
© Estimates from national official publications. 
“Year ending 20 March, 


© Estimate for Iran for 1973 is unavailable. The figure given is the rounded average ot performances obtained i 1971 and 1972, 
‘Year ending 30 June. A suitable adjustment has been made for Pakistan in obtaining the regional weighted average for 1971, 


1972 and 1973. 
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(2) Agricultural output 


Agricultural production in the ECAFE region 
experienced a severe setback in 1972 as the result 
of particularly bad weather. The food situation 
was grave because of the fall in supplies, inadequate 
stocks and the poor availability of substitutes. The 
threat of food shortages was emphasized by the fact 
that stocks of foodgrains in ECAFE countries were 
reduced to their lowest level since the Second World 
War. At a time of global scarcity, food had to be 
imported into the ECAFE region in large quantities 
to relieve serious supply deficiencies. This situation 
persisted into 1973, but there are indications of im- 
provements in the latter half of the year. 
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Preliminary statistics (see tables II-1-4, I-1-5 
and II-1-6) indicate that agricultural production and 
food output in the ECAFE region declined by 2.4 
per cent in 1972. Compared with output in 1971, 
cereal production declined by more than 4 per cent 
or 19 million tons. Other falls registered in 1972 
output were: root-crops (5.5 per cent), oilseeds 
(6.4 per cent) and sugar (6.9 per cent). Fortunate- 
ly, output of some very important non-food crops 
continued to increase. Production of rubber was up 
by 1.5 per cent, jute and kenaf by 9.5 per cent, 
copra by 12.9 per cent and palm oil by 18.4 per 
cent. Cotton lint was the orly main non-food agri- 
cultural item which was affected by the adverse 
climate conditions, its output declining by 7.3 per 
cent. 


TABLE II-1-4. ECAFE countries: MAIN AGRICULTURAL 
PRODUCTION, 1970-1972 
(in thousand metric tons) 


peace 
etween 
Product eK, oe 1971 1972 1971 and 
(percentage) 
All cereals 374,857 471,927 474,794 455,597 —4.05 
All pulses 20,946 22,231 21,916 21,580 —1.54 
Root crops 152,671 184,995 189,841 179,422 —5.49 
Oilseeds Pp ee tale 32,766 38,285 39,570 37,024 —6.44 
Beef and buffalo meat . 4,494 5,126 5,298 5,625 6.17 
Mutton and goat meat . 2,493 2,941 3,100 2,930 —5.49 
Pork 9,090 ~=—: 10,986 11,264 11,612 3.08 
Milk 54,929 64,181 65,645 67,124 2.25 
Sugar . 19,539 26,448 27,129 25,267 —6.87 
Rubber 2,060 2,701 2,780 2,820 1.45 
Jute and kenaf 3,207 3,391 3,026 3,314 9.54 
Cotton lint 2,762 3,458 3,852 3,570 —7.32 
Capes cia, Mohebtl idee 2 2,995 3,049 3,503 3,955 12.90 
Ral ole) ee ect 311 688 877 1,039 18.47 
Source: FAO. Actual figures computed by Joint ECAFE/FAO Agriculture Divi- 
sion in November 1973. 
TABLE II-1-5. ECAFE REGION: INDEX NUMBER 


OF AGRICULTURAL PRODUCTION, 1970-1972 
(1961-1965 = 100) 


Change 
1970 1971 ey niece 
1972 
Developing ECAFE countries 124 125 122. —2.40 
Selected countries: 
Afghanistan . . . . 108 106 122 15.09 
Bangladesh! .)- 5) “2 117 106 106 0.00 
Burma sé Ae csi eecaers 110 111 107. —3.61 
India’ .©.) 2 etme: 121 123 117. —4.88 
Indonesia cee ee 126 129 128 —0.78 
Tran Mer ine LF Br 136 124 142 14.51 
Malaysia (West) . . . 149 159 164 3.14 
Pakistan" oc, ts da comcsteis 145 147 149 1.36 
Philippines) | ons sees 125 127 131 3.14 
Republic of Korea. . 130 131 133 jsp 
Srv, banks 32% to 3. prone. 120 116 114 —1.73 
‘Thalandac. 9a ee 134 139 129 —7.20 
Source: As for table II-1-4. 


* Official national statistics for Pakistan suggest that the 
performance in the agricultural sector was considerably 
better than the data in the table indicate. 
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TABLE II-1-6. ECAFE REGION: INDEX NUMBER 
OF per capita FOOD PRODUCTION 1970-1972 


(1961-1965 = 100) 


Change 

between 

1972 1971 and 
1972 


1970 1971 


Developing ECAFE countries 105 102 97 —4.91 
Selected countries: 
PALO OADIStANN |. Goh olan 92 88 99 12.50 
BARBIAGeSD 7. Gish tes ys 93 83 77 = —7.23 
BUCS ee a 94 92 87 —5.44 
naka Yap eS 105 103 97 =—5.83 
Radonessay aithicl bigs caees 105 105 100 —4.77 
ATW PO We ci us 113 100 109 9.00 
Malaysia (West) . . . 121 130 136 4.61 
PAKISCAN MENTS en) Seg! 118 113 112  —0.89 
Philippines sy.) 9 sie aaaee 101 99 98 —1.02 
Republic of Korea. . 108 105 103 —1.91 
Sr ankawer ns eK 100 95 92 —3.16 
minalanditese ayes i) She 106 108 95 —12.04 
JS STAVES 0 a es 107 112 106 —5.36 
ECE 6 ye re Shane re 111 103 106 2.91 
New Zealand... . =. 107 109 111 1.83 


Source: As for table II-1-4. 


When the developing countries of the ECAFE 
region are considered separately, an even bleaker 
situation can be observed. Cereal production fell 
by 4.2 per cent, pulses by 4 per cent, root crops by 
5.5 per cent, and oilseeds by 10.6 per cent in 1972. 
Per capita food production, which had fallen by 2.9 
per cent in 1971, fell by a further 4.9 per cent. Of 
the developing countries of the region, only Afghan- 
istan, Iran and Malaysia did not suffer a decline in 
per capita food production. 


Notwithstanding the benefits of the “green 
revolution”, the experience of 1972 confirms the 
fact that agricultural output can be suddenly and 
severely affected by climatic conditions. The latter, 
together with the appearance of a serious virus 
among the new high-yeilding varieties, adversely 
affected the yields of many cereals, including rice 
(—2.6 per cent), maize (—4.0 per cent) and sorg- 
hum (—2.8 per cent). On the other hand, yield 
increases were recorded for potatoes, sweet potatoes, 
cassava and millet. 


As mentioned above, rice output declined by 
over 5 per cent in 1972 due to a fall in yeild and 
a reduction in area planted. This fall in output has 
occurred at a time when many rice-importing coun- 
tries have been attempting to increase domestic pro- 
duction by improved management techniques, the 
use of a better seed varieties, and the provision of 
more adequate credit and irrigation facilities. How- 
ever, there has been no significant increase in the 
area under improved seed varieties: at present, about 
11 per cent of the total area planted. Among other 
countries in the region, Burma and Thailand, the 
traditional exporters of rice, continue to make use 
of their own varieties because of consumer prefer- 


ences, although they are experimenting by cross- 
breeding their own varieties with some of the im- 
proved strains. 


Because of the shortfall in domestic supplies, 
trade in rice among ECAFE countries was less than 
normal, although unusually large shipments were 
made into the ECAFE region, particularly from the 
United States. The average international price of 
tice increased sharply in 1972, after having declined 
over the last five years. In early 1973 it was $US 
0.188 per kg as compared with $US 0.129 in 1971 
and $US 0.148 in 1972. It is probable that im- 
ports in 1973 and 1974 will be higher than usual 
as countries attempt to rebuild their depleted stocks, 
although current indications suggest that output of 
rice in 1973 will have increased considerably. 


The major factors in the expansion of wheat 
output in 1972 were better management practices 
and the spread and use of higher-yielding varieties, 
particularly in India and Pakistan. Progress was 
greatest in those regions possessing comparatively 
dry and sunny climates. Typically, it is the larger 
farmers who have better access to credit and other 
imports who have benefited most. A major remain- 
ing challenge is to develop new seed varieties that 
are suited to other climatic conditions. As a result 
of the shortage of foodgrains in the region, wheat 
imports into the ECAFE region increased substan- 
tially by about 10 per cent, and the average price 
of wheat rose from $US 0.064 per kg in 1971 to 
$US 0.099 in early 1973. 


Maize is one of the most important exportable 
agricultural products of some ECAFE developing 
countries. The decrease in output in 1972 of over 
7 per cent was due to a fall in area planted and to 
the generally adverse weather conditions. As a 
result, its price in early 1973 was some SO per cent 
higher than a year earlier. Future maize exports 
will be affected by the success of developments in 
livestock production in the region. 


Tea production increased marginally, but the 
longer-term prospects for growth in exports of tea 
are not encouraging. At a time when yields are 
increasing owing to the use of better varieties, in- 
creased competition is coming from East Africa and 
tea consumption in Europe is being affected by a 
shift of demand to other beverages. The sub-group 
of the Intergovernmental Group on Tea has decided 
to continue the interim quota arrangement for black 
tea for 1972/73 and 1973/74 at 619,000 and 
645,000 metric tons respectively. 


Sugar output was affected by a decrease in 
yields and a decrease in area planted. The inter- 
national price remained buoyant in 1972. Long- 
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term prospects for sugar producers are good as 
world demand is expected to grow by about 3 per 
cent per annum during the 1980s. 


Output of copra, which is one of the main ex- 
port crops in the ECAFE region, expanded by 12.9 
per cent, and its price increased for the first time 
in years in 1973 as buyers sought it as an alterna- 
tive to such oilseeds as soybean which were in short 
supply. Exports increased by 15.7 per cent. 


Aggregate output of palm oil increased by 
about 18 per cent in 1972. Current increases in 
output are the result of expanded tree plantings in 
the 1960s when many rubber-producing countries 
diversified their production. Trade in palm oil in- 
creased in the ECAFE region by nearly 25 per cent. 


Rubber output increased by 5.7 per cent in 
1972 as a result of improved production techniques. 
The long-term tendency for prices to fall was inter- 
rupted partly because of speculative demand, partly 
because of inventory build-ups. Prices increased as 
a result from $US 868 per metric ton in October 
1972 to $US 1,882 in August 1973. 


Cotton output fell by some 7.0 per cent in 
1972 as a result of drought conditions in India and 
Pakistan. Partly as a result of decreased supplies 
and- partly as a result of a shift in consumer 
preferences, the price of cotton has increased steadi- 
ly since 1970. In early 1973, it was $US 1.61 per 


Over-all production of jute and kenaf increas- 
ed by about 10 per cent in 1972, following a fall 
in production in 1971. Output in Bangladesh re- 
covered substantially and accounted for 40 per cent 
of the region’s output. The yield declined, how- 
ever, as a result of bad weather conditions. 


Fisheries output increased by 7.1 and 4.0 per 
cent respectively in 1971 and 1972. In value terms, 
the increase was 6.0 per cent in the latter year. In 
only three developing ECAFE countries, Hong 
Kong, Singapore and Sri Lanka, did output actually 
decline. There has been an increase in joint ven- 
tures in fishing between developed and developing 
economies, with the advanced country supplying 
technical aid and equipment. Long-term prospects 
appear sound, although drastic changes are required 
in equipment and techniques if satisfactory deep- 
sea fisheries developments are to be obtained. 


Prospects for substantial increases in agricul- 
tural output in 1973 appear very good. While the 
first part of the year saw critical supply situations 
in many ECAFE developing countries, current in- 
dications suggest that 1973 output will have increas- 
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ed by about 7 or 8 per cent compared with pro- 
duction in 1972. However, this unusually large 
increase in output has to be viewed in association 
with the substantial decline in output that took place 
in the preceding year. Even so, if such an increase 
is obtained, over-all growth rates in GNP in the 
region shculd be good. 


(3) Industrial output 


The International Development Strategy called 
for an annual average rate of increase in manufac- 
turing output in the developing countries of 8 per 
cent per annum. Moreover, such industrial expan- 
sion should emphasize employment creation and the 
utilization of domestic resources (in particular, back- 
ward and forward linkage effects) and should con- 
tribute to export expansion. 


At the start of the Second Development De- 
cade, prospects for the continued and appropriate 
expansion of manufacturing output for ECAFE 
developing countries gave cause for concern. In 
terms of the 8 per cent target, reasonable grounds 
for optimism existed in the case of certain countries. 
As table II-1-7 indicates, one group of countries 
comprising Hong Kong, Iran, Malaysia, Pakistan, 
the Republic of Korea, Singapore and Thailand had 
already exceeded the 8 per cent target in the First 
Development Decade. By the end of the 1960s, 
two other countries, Indonesia and the Philippines, 
had joined this group, and none of the countries in 
it should experience difficulty in obtaining satisfac- — 
tory growth in manufacturing output in the 1970s. 


There is another group of countries whose per- — 
formance has been generally unsatisfactory. This 
includes the war-ravaged economies of southeast ~ 
Asia, the land-locked and poorest of the developing 
countries, Afghanistan and Nepal, and the newly 
emerged nations of the South Pacific. 


As yet, data regarding developments in the 
first two years of the Second Development Decade 
are incomplete. To some extent, manufacturing 
output suffered from the recession which affected 
developed industrial economies at that time. From 
the fragmentary evidence available, it would appear 
that the first group of countries mentioned above 
have continued their generally satisfactory per- 
formance while those in the second group are con- 
tinuing to experience difficulty. One significant and 
most encouraging development was the 7.1 per cent 
increase in manufacturing output obtained by India | 
in 1972. In view of the economic weight of India 
in the region, this almost certainly indicates that the 
region considered as a whole exceeded the 8 per 
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TABLE II-1-7. 


MANUFACTURING INDUSTRY GROWTH RATES 
(in percentages) 


SELECTED ECAFE DEVELOPING COUNTRIES: 


Value added Production 
Country 1960-1969 " 

(average) rip a 1969 1970 1971 1972 
Afghanistan a 6.77 Seat 3 ae 
Inchial ss es bik 5.9 6.6 4,7 3.0 Fok 
India (fiscal year) Hor 6.7 6.8 37, 
Indonesia . ’ 5.9 2.8% soya 15.0° Pass oat 
Iran ae 12.9 11.2 12.1 11.8 17.4 16.8 
Malaysia (West) 10.4 =P 15.6 12.3 6.2 11.8 
Pakistan , 8.9 V4.7 13.6 2.8 —11.8* 3.08 
Philippines ‘ 4.6 6.1 3.0 1.4 10.6 5.8 
Republic of Korea 16.7 17.2 20.6 11.6 16.6 16.2 
Sri Lanka 6.7 6.3 7.4 5.9 3.3 1.6 
Thailand® 10.9 - 12.1 10.8 7" 7.9° 


Sources: Production: 


Afghanistan: Asian Development Bank, Key Indicators, vol. Ill, No. 2. 


India (fiscal year): Government of India, Economic Survey, 1971-1972, p. 2. 


Indonesia: Economic Survey of Asia and the Far East, 1970, Part 11 (United Nations publica- 


tion, Sales No. E.71.ILF.1). 


Malaysia (West): Department of Statistics, Index of Industrial Production, June 1971. 


Other countries: United Nations Monthly Bulletin of Statistics, December 1973. 


Value added: 


United Nations and other official statistics. 


* 1963-1968. 

» 1960/61-1969/70. 

© Estimated. 

4 1960-1968. 

© Value added. 

* 1960/61-1969/70. 

® Excluding data for Bangladesh. 
® Provisional. 


cent target in 1972, and it would not be surprising 
to see this performance repeated, if not bettered, 


in 1973. 


Apart from general growth rate considerations, 


there are other features 


which give cause for concern. These include the 
continued high cost of excessive protection, an over- 
dependence upon imported inputs (which has been 
caused by a poor selection of industries for develop- 
ment) and the use of production techniques which 
are too capital-intensive, having in mind the factor 
endowment and employment situation in the coun- 


tries concerned. 


If industry is to be linked successfully with the 
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as a result, there is now an increased emphasis in 
development plans on agricultural development and 


the need to provide infrastructural facilities which 
allow a better integration of the agricultural sector 


of industrial development 


mercial services. 


domestic economy, factor prices need be in accor- 


dance with the availability of local factors of pro- 
duction, including labour and raw materials. In 
particular, it is desirable for links to be formed be- 
tween the industrial sector and the traditional agri- 


(4) Resource mobilization and investment 


(particularly that part of it involved in the “green 
revolution”) with the industrial sector. For example, 
the Republic of Korea is discouraging the import of 
raw materials; India is placing increased emphasis 
on small-scale industries, including the provision of 
subsidies for those set up in backward areas; and, 
in Pakistan, such industries are to be assisted by 
specially provided technical, management and com- 


General speaking, the developing countries of 
the world, including those. of the ECAFE region, 
entered the United Nations Second Development 
Decade in better condition than they had entered the 


cultural sector which will facilitate the movement of First. In terms of the development of human 


workers from agriculture to industry as producti- 


vity is increased. 


Many developing countries in Asia have been 
concerned about the duality of their economies and, 


resources, physical resources and financial resources, 


significant achievements had been obtained. Never- 
theless, although ECAFE developing countries as a 


whole attained the target growth rate in GNP of 5.0 
per cent, there were some disturbing differences in 
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the individual achievements of the different coun- 
tries. In no area was this range of performance 
more marked than in the mobilization of financial 
resources, 


To accelerate employment and increase the 
productivity of those already in employment, a high- 
er level of capital formation needs to be secured in 
the developing countries. Recognizing this, the 
International Development Strategy has set various 
targets for the accumulation of financial resources. 
As far as the developed countries are concerned, 
they are called upon to transfer one per cent of their 
GNP to the developing countries. As of 1971, this 
target was 25 per cent under-achieved, and future 
debt-servicing commitments will in future further 
reduce the net resource flow from developed to 
developing nations. 


Part Two. Current Economic Developments 


aggregate GNP, the savings performance of develop- 
ing countries considered as a whole has improved 
considerably during the first two years of the Second 
Development Decade. Provided that a 0.5 per- 
centage point increase in the savings ratio can be 
secured in the remaining years of the Decade, the 
over-all goal of a 20.0 per cent savings ratio will 
be realized. 


From table IT-1-9, however, it can be seen that 
the performance of individual countries varied sig- 
nificantly. Several points should be noted. First, 


TABLE II-1-8. Gross INVESTMENT AND DOMESTIC 
SAVINGS, 1965, 1970, 1971/72 
(weighted* averages for eight” developing countries) 
(percentage of GDP at current market prices) 


1965¢ —-1970¢ —-1971/724 1971/724e 
This inadequate and poor performance of the 
developed economic places even greater stress on Gross investment 17.8 (172) @\lSSyaiee 
the efforts of the developing countries to mobilize Gross domestic savings . 15.8 14.2)e2 179 ees 
their own resources. The target set them for the Foreign savings . 2.0 25 0.7 0.9 


Second Development Decade requires the ratio of 
domestic saving to GNP to grow at 0.5 per cent per 
annum. ‘This implies both a high marginal savings 
ratio and a doubling of the average rate of increase 
in the ratio of savings to output that was secured 
in the 1960s. 


Looked at in aggregate, the early years of the 
Second Development Decade have seen a significant 
improvement in the savings efforts of ECAFE deve- 
loping countries, although it is much too early to say 
whether this improvement can be sustained and, in 
any case, the aggregate performance conceals some 
serious problems with regard to individual countries. 
Table II-1-8 indicates that, if the individual savings 
efforts of the major developing countries in the 
region are weighted by their respective share in 


Economic Survey of Asia and the Far East, 1972, Part I, 
table I-11, p. 32; United Nations Monthly Bulletin of 
Statistics, Nov. 1973; various national publications (see 
tables II-1-9 and II-1-12 for specific references). 
The weights were proportional to each country’s 1967 
United States dollar GNP. The use of more recent 
weights would bias the more recent estimates upward 
in that it would decrease the relative importance of 
India. It should be noted that the inclusion of Hong 
Kong and Singapore would have also slightly increased 
the size of the estimates. 
? India, Iran, Malaysia, Pakistan, the Philippines, the 
Republic of Korea, Sri Lanka and Thailand. 
© Ratios are calculated with respect to GNP at current 
market prices. If calculated with respect to GDP, the 
ratios would generally be slightly smaller, GNP being 
less than GDP by net factor payments abroad in the 
case of the countries considered in the table. 
The 1971/72 figures are arithmetic averages of the 
1971 and 1972 estimates, except for Indonesia, Pakistan 
and Sri Lanka for which 1971 data only were available. 
© The figures in this column include Indonesia. 


Source: 


a 


a 


TABLE II-1-9. Gross DOMESTIC SAVING 
(as percentage of GNP at current market prices) 


1960 1965 1969 1970 197128 19728 
India . 13.8 16.1 13.4 13.3 16.8 17.2 
Indonesia . ee 0% ate “eke 13.0 ase 
wran®) 14.3 16.2 17.9 18.1 27.3 29.5 
Malaysia” . ie 17.8 20.4 18.1 18.0 15.8 
Pakistan* ae he ee ak 11.4 11.2 11.6 13.0 neg 
Philippiness"..ge- see ne kear 13.9 20.7 17.9 20.4 20.8 18.6 
Republic of Korea 9.9 15.1 22.7 20.5 16.7 15.3 
Sri Lanka 11.0 12.8 12.4 16.1 15.2 Sots 
Thailand . 15.5 16.3 22.7 21.6 19.9 25.4 
Sources: Economic Survey of Asia and the Far East, 1972, Part I, table I-14, p. 34. Estimates for India 


(1971, 1972) and Pakistan (1972) derived from country chapters included in this Survey. 


Estimate for Malaysia (1972) from Bank Negara, Monthly Bulletin. 


Other estimates obtained 


from the United Nations Monthly Bulletin of Statistics, November 1973, by deducting for each 
country the balance between exports of goods and services and imports of goods and services 


from gross domestic capital formation. 
* As a percentage of gross domestic product. 
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1971 and, in some cases where data are available, 
1972, saw a welcome improvement in the domestic 
savings performance of some of the major develop- 
ing countries of the region, many of whose savings 
ratios had improved only very slowly in the past. 
India’s performance appears to have exceeded its 
record achievement of 1965; in Indonesia, a con- 
siderably improved export performance, together 
with greater economic stability and improved 
revenue collection, brought about a sustained im- 
provement, in Pakistan and Thailand, improved 
export performance also assisted domestic savings 
efforts materially. In Sri Lanka, there has been a 
notable improvement since 1970. 


Of the countries listed in the table, Iran and 
Thailand have already exceeded the 20.0 per cent 
Savings ratio target set for all countries by 1980. 
The three other countries in the table, Malaysia, the 
Philippines and the Republic of Korea, either sus- 
tained their recent savings performance or had it 
deteriorate. However, in these three countries the 
savings ratio is relatively high (all of them having 
attained 20.0 per cent or higher at some time) and 
their performance during the 1960-1970 period in- 
dicates that they will achieve the desired objective 
without difficulty by 1980.7 Finally, the recent solid 
performance of India, Indonesia, Pakistan and Sri 
Lanka is most encouraging. 


Taken together, the nine countries listed in 
table II-1-9 account for the large majority of re- 
gional developing market economies’ GDP, popula- 
tion, etc. For the remaining countries, adequate 
comparable data are not generally available. Yet 
these countries contain some of the poorest as well 
as richest in per capita terms of the region’s develop- 
ing countries. Hong Kong and Singapore have levels 
and rates of increase in per capita incomes which 
will one day qualify them for classification as de- 
veloped economies. In every respect, their general 
savings and investment performances are satisfac- 
tory. Three other groups of small developing 
countries within the region, however, continue to 
exhibit low levels of savings in relation to GDP, 
although in some cases these are difficult to estimate. 
There are the land-locked economies of Afghanis- 
tan, Mongolia and Nepal whose particular problems 
are now receiving greater international attention; 
there are the war-ravaged economies of southeast 
Asia whose general savings and development effcrts 
have been frustrated by military activities; and there 
are the many island economies of the South Pacific 
for which, in most cases, it is difficult to obtain 
adequate data. 


7 United Nations, Implementation of the International Develop- 
ment Strategy, vol. 1, table II-5, pp. 89-92. 


Finally, in discussing recent domestic savings 
performance, it is important to note that part of 
the apparent decline in the importance of foreign 
savings is due to the shift in position of Iran from 
that of being a country having persistent current 
account deficits to one which had a large current 
account surplus in 1971 and 1972. This streng- 
thened balance of payments position in Iran was due 
to a substantial increase in proceeds of oil exports 
and is reflected in the sharp rise of domestic savings 
to GDP. 


Given the diversity of the region, it is impor- 
tant to realize that policies which may be appro- 
priate for a low-income country may be quite in- 
appropriate for another. The various roles of 
public, private and foreign savings will now be con- 
sidered. 


(i) Public savings 


Recent experience suggests that the majority of 
developing countries in the ECAFE region have 
relied primarily on increases in private rather than 
public savings® because of the difficulties that Gov- 
ernments have encountered in collecting revenues 
and in containing public expenditure because of 
increased demands in the social and, sometimes, 
military sectors. In addition, in some countries, 
state-owned enterprises have proved to be net bur- 
dens on the public purse rather than contributors to 
it. 


Table II-1-10 sets out the contributions of cen- 
tral governments to their respective national savings 
efforts. Only in Singapore did public savings con- 
tribute more than 25.0 per cent of over-all savings. 
However, in Burma, Iran, Pakistan and the Repub- 
lic of Korea the contributions to over-all national 
savings were relatively large. Public savings were 
actually negative in Laos and the Republic of Viet- 
Nam, as well as in Malaysia, where the national 
savings ratio is high but dependent upon private 
savings. For the most part, the pattern of public 
savings and its importance in relation to national 
savings in ECAFE developing countries conforms 
with the experience of other developing economies.® 


Unfortunately, no data are available for the 
early years of the Second Development Decade, but 
some indication about individual country trends can 
be obtained by examining the annual average change 


8 Public savings are defined as the difference between total domestic 
revenue of the central government and its current expenditure. This 
ignores the role of local or state governments, which, in such coun- 
tries as India and Malaysia, can be important, and that it is often 
difficult to classify adequately items of expenditure as being of a cur- 
rent or capital nature. 

® International Development Strategy, pp. 25-30. 
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TABLE II-1-10. SELECTED ECAFE DEVELOPING COUNTRIES: 
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RATIO TO 


GDP OF CENTRAL GOVERNMENT DOMESTIC REVENUE, EXPENDITURE 
AND SAVINGS, AVERAGE 1968-1970# 


(per cent, GDP) 


Government revenue 


Country> 


Total 

domestic 
Bloc: Kongst a5 (es yee 12.2 
Singapore < “AP hem esas 23.0 
‘Fhavlend! 04 cls = et ee 14.1] 
Malaysia’ far Gury heh ARR 18.9 
Bijn .. xabebt e+) apo-6 ere (cite cael 19.8 
Republic of Korea. . . SC. 16.0 
Phittepmies: Yo. ae 9.8 
[ran Veer Sa rr eae: 19.3 
Tradigule ero uae mun cee 12.7 
Sri Lanka Lae eae eet Bee 18.5 
Pakistan. eee to ee are 10.6 
Khmer Republic. . 2 a + 14.9 
Bune a Le Spel 17.2 
Indonesia 3 37 sa. me yet 9.0 
Republic of Viet-Nam . . . 17.6 


Tax expenditure SaeiNESS savings 
8.4 10.7 1.5 33.2 
4.4 16.5 6.6 22.7 
P45 12.6 1.5 20.2 
ad 19.4 —05 19.9 
5.5 18.6 1.2 18.7 
2.9 12.3 3.8 17.5 
8.6 9.3 0.5 Lig 
7.6 16.2 sa 16.6 
7.6 10.3 2.4 14.7 
4.4 17.3 1.2 5 
7.8 8.0 2.6 112 
1.6 ne és 10.9 
3.1 14.0 3.2 7s: 
8.8 7.7 1.2 4.6 
4.3 —35 


Source: United Nations, Implementation of the International Development Strategy, vol. 1, table II-6, 


pp. 93-94. 


“ Arithmetic average of annual ratio calculated in local currency and current prices; 1968-1969 


in the case of Hong Kong. 


» Countries arranged in descending order of gross national savings ratio. 
© Total government domestic revenue minus current expenditure. 


“ Gross national product minus consumption. 


in public savings expressed as a percentage of GDP 
for the period 1966 to 1970. From this it can be 
seen that the contribution of central government 
savings has been a positive one in increasing the 
gross national savings ratio in the majority of 
ECAFE developing countries. To say this, of 
course, is not to say that countries have secured 
adequate increases in public savings in relation to 
their capacity to do so. Countries whose improv- 
ed public savings performance! are due mainly to 
increases in revenue are Indonesia (1.5), Sri Lanka 
(1.2), the Republic of Korea (0.7), Pakistan (0.4), 
the Philippines (0.1), India (0.1), and Malaysia 
(0.1).41_ The only country whose improved savings 
performance was due to a relative contraction of 
expenditure was Sri Lanka (0.1). Iran (—0.4), 
Thailand (— 0.4) and Burma (— 1.2) recorded rela- 
tively decreased savings efforts in the public sector, 
but both Iran and Thailand are countries with high 
national savings ratios.!” 


As far as fiscal policy is concerned in ECAFE 
developing countries, most attention has been con- 
centrated on improving revenue collection.3  At- 


10 The average annual percentage change, 1966-1970, of govern- 
ment savings to GDP is given in parentheses. 

11 Tn Malaysia’s case, the Government’s negative contribution to 
national savings has been reduced. 

12 See table II-1-9. 

13 The following information is based upon information contained 
in national plans and upon information made available to the 
Secretary-General following his mid-June 1972 enquiry about the 
implementation of the International Development Strategy. 


tempts have been made to centralize administration 
in order to minimize tax evasion; for example, in 
Indonesia, export taxes are no longer handled se- — 
parately by each port. Changes in the tax structure 
have been introduced to simplify administration, to — 
reduce evasion, or to make the tax structure more 
progressive. Examples of the latter are increased — 
taxation on better-quality accommodation, as in 
Pakistan, or upon certain forms of entertainment, 
as in the Republic of Korea in its 1972-1976 plan. — 
Taxation of agriculture e.g. agricultural incomes, is 
attracting attention.‘ For the same purpose, land 
taxes have been introduced or revised. India also 
plans to levy progressive rates of tax on land during 
the 1970-1975 plan period. Finally, the Republic 
of Korea is to increase local property taxes. 


Progressively structured taxes do not appear to 
have contributed materially to revenue collection, 
and many countries remain heavily dependent upon 
import or export taxes. Some, however, such as 
Malaysia, are making increasing use of sales taxes 
at the retail level. The Malaysian taxes, introduced 
in 1972, exempt raw materials and foodstuffs. As 
opposed to the general tendency to centralize tax 
administration, some countries, such as India, Ma- 
laysia, the Republic of Korea and Thailand, have 
endeavoured to increase the taxing power of local 
authorities so as to improve local administration 


14 These are now included in the total income assessed for income 
tax in India. 
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and community development. By tapping new 
sources of revenue at the local level, of course, pres- 
sure on central government revenues is reduced. 
By and large, however, Governments find it hard to 
increase revenue collection in poor rural areas. 


Given the pressing demands for development 
and for greater social justice, few Governments are 
able to improve public savings by tighter expendi- 
ture policies or by policies which reduce revenue 
collected. For instance, public expenditure has 
increased significantly for a variety of reasons. Yet 
there are exceptions. Malaysia recently abolished 
its payroll tax in an endeavour to stimulate private 
employment. During the current plan period, the 
Republic of Korea plans to lower the rate of cor- 
porate and other business taxes. In the Republic 
of Korea, a partial freeze was placed on appoint- 
ments to the public service; in Afghanistan, the 
share of public expenditure allocated to administra- 
tion and the police was to be reduced significantly. 


An encouraging development has been a re- 
vised attitude on the part of developing countries 
to the performance of their public enterprises, many 
of which have had a negative impact on savings. 
In the Republic of Viet-Nam, such enterprises are 
to obtain credit at commercial rates from the bank- 
ing system, instead of at subsidized rates from the 
Treasury. In India, Pakistan, the Republic of 
Korea and Sri Lanka, new and much higher norms 
have been set for the rate of return to capital em- 
ployed. To facilitate the change in policy manage- 
ment, reforms are to be made in this area, but, to 
some extent, the above examples indicate a general 
change in attitude on the part of some developing 
ECAFE countries. 


(ii) Private savings 


Private savings can be generally defined as 
those not coming under the immediate control of the 
public authorities and, as table II-1-10 indicates, the 
share of private savings in domestic resource mobi- 
lization in developing ECAFE countries ranges from 
a substantial large contribution in the case of Singa- 
pore to close to 100 per cent in other countries. 
They are the major form of savings and more 
difficult to stimulate in relative terms than public 
savings. 


Monetary and fiscal policies, as well as institu- 
tional reform, play a significant role in increasing 
the flow of private savings as well as in allocating 
them to alternative investment opportunities. Fiscal 
policy can encourage savings by a wide variety of 
taxes (or of non-taxes) which discriminate against 
consumption, such as consumption taxes on luxury 
goods and exemption from income tax of income 
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derived from interest, or of subscriptions to life in- 
surance or superannuation funds. Indirectly, both 
monetary and fiscal policy have an important role 
to play in providing for a stable economic environ- 
ment in which savers need not fear about excessive 
inflation. Interest rate policy can also be most 
important in this respect. If savings are to prove 
attractive, the rate of interest must more than com- 
pensate for existing inflation so that the real rate of 
interest is a positive one. Recognition of this point 
enabled the Republic of Korea and more recently 
Indonesia to increase the savings held by banking 
institutions. One certain positive effect upon sav- 
ings was the deterrent effect of such policies upon 
the outflow of private savings abroad. In its cur- 
rent plan, the Philippines is proposing to adopt 
similar interest rate policies. 


Private savings are also mobilized through 
saving institutions. There are those which are de- 
signed to attract savings on a wide geographical 
basis, such as post-office savings banks and com- 
mercial banks. In its current plan, Pakistan intends 
the former to be “an aggressive mobilizer of rural 
savings”. The latter are much more important 
among ECAFE developing countries, where, in 
1970, for a large sample of countries, deposits were 
equal to some 10 per cent of GNP. Unfortunately, 
the majority of these deposits are connected with 
trade rather than investment activities, and there are 
negligible attempts to attract the deposits of small 
savers. Some steps are being taken to improve the 
situation, e.g. in India, where in each district a bank 
is nominated as the “lead” bank whose function is 
to identify the potential for increased deposits and 
increased loans in its area. 


Secondly, there are credit unions whose func- 
tion is usually to provide for some special local 
purpose, such as the provision of credit to small 
farmers. Their record to date in most ECAFE 
developing countries has not been impressive as 
they have suffered from poor management and woe- 
fully inadequate access to funds. Building societies 
are another similar special-purpose financial or- 
ganization. Although they have been successfully 
established in urban areas of some ECAFE develop- 
ing countries, they appeal mostly to the urban 
middle classes who can afford housing. 


Thirdly, there are contractual saving systems, 
such as social security and pension schemes, per- 
sonal insurance, and provident funds. While im- 
portant in certain ECAFE developing countries — 
they are the single largest source of institutional sav- 
ings in India — they deal only with those in receipt 
of a regular income, such as the employees of larger 
commercial institutions or public servants. Their 
activities can be encouraged by treating employers’ 
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contributions as normal business expenses and em- 
ployee contributions as tax-deductible. 


Finally, there are institutions whose purpose it 
is to diversify investment opportunities by the pro- 
vision of a market in securities. Such developments 
depend upon the development of corporate enter- 
prises on a sufficient scale to support a securities 
market. Recent developments in this regard within 
the ECAFE region include Malaysia and Singapore 
where stock exchanges have been established. In 
India and Pakistan, unit trusts have also been es- 
tablished to provide diversified packages of shares 
which are within the means of relatively small 
savers. 


(ili) Foreign savings 


That part of investment which is not financed 
from domestic sources must be funded by foreign 
grants and concessionary or commercial capital 
flows. Recognizing the importance of these foreign 
savings, the International Development Strategy 
has called for a net flow of foreign assistance from 
developed to developing countries equivalent to one 
per cent of the gross national products of the former. 
However, as of 1970, the year preceding the start 
of the Second Development Decade, this flow of 
foreign assistance from DAC countries was 0.76 per 
cent of their GNPs. Expressed as a proportion of 
GNP, the Official Development Assistance compon- 
ent of the above was 0.34 as compared with the 
target rate of 0.70 per cent.’® 


This generally unsatisfactory global situation 
does not improve when the data for 1971 and 1972 
are considered. Although currency realignments 
make it difficult to draw clear conclusions, prelimi- 
nary estimates from OECD indicate that the flow 
of external financial resources to developing coun- 
tries was slightly larger in 1972. However, the 
total of funds actually disbursed as a proportion of 
donor’s GNP declined from 0.35 per cent in 1971 
to 0.34 per cent in 1972. Within the total of ODA 
disbursements in 1972, grants rose more rapidly 
than loans, the grant element increasing from 63.9 
per cent to 72.3 per cent. At the same time, the 
weighted average maturity, grace period and rate of 
interest on ODA loans has shown some tendency 
to fall in recent years, although 1972 data are not 
available. 


Data on a regional basis are not available for 
1972. In 1971, however, there was a substantial 
increase in nominal terms in the flow of foreign 


*5 World Bank/IDA, Annual Report, 1973, table 3, p. 86. 
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assistance to both East and South Asia. In East — 
Asia,!® total receipts increased from $US 1,186 — 
million to $US 1,423 million and, in South Asia,17 
the increase was from $US 1,428 million to $US 
1,701 million. As a component of the total, grants 
increased from $US 351 to $US 478 million in — 
South Asia, but declined from $US 375 million to — 
$US 341 million in East Asia. In net terms, after - 
allowance has been made for amortization and in-— 
terest payments, the net flow of resources to South © 
Asia increased by about 40 per cent from $US 
1,042 million to $US 1,421 million. In East Asia, 
the increase in net terms was much smaller, from 
$US 936 million to $US 1,033 million. Debt- 
servicing continues to be a major problem whose 
dimensions are increasing. In 1971, debt outstand- 
ing (funds disbursed) in East Asia totalled $US 
7,901 million, of which approximately one quarter 
was in the form of short-term suppliers’ credits. In — 
the Republic of Korea, over half of the total debt — 
was of the latter form. Of the group of countries 
comprising East Asia, however, only the Republic 
of Korea has a high ratio of external debt to income » 
from exports and non-factor services. In South 
Asia, the situation is far from satisfactory. In 1971, 
Afghanistan had a debt service ratio of 28.3, India 
of 23.5, Pakistan of 21.6 and Sri Lanka of 11.1. 
Moreover, except in the case of Pakistan, there has 
been no clear tendency for these ratios to fall. 
While debt-servicing payments on existing debt (dis- 
bursed and undisbursed) are projected to fall in East 
Asia from a high of $US 974 million in 1972 to 
$US 642 million in 1980, the pattern of payments 
in South Asia is quite different, rising from $US 892 
million in 1972 to $US 1,035 million in 1975 and 
falling to $US 746 million by the close of the 
Decade. 


There are marked differences in the known 
terms associated with the outstanding external public 
debts of South and East Asia, but, generally speak- 
ing, easier terms are associated with lower per capita 
incomes and/or with relatively reduced capacities 
to service foreign loans. In the former, the typical 
loan is of 35 years’ maturity, has a grace period 
of 8 years and a 1.5 per cent rate of interest. The 
grant element of loans and grants considered to- 
gether is 81 per cent. By comparison, in East Asia, 
the average maturity is 21 years, the grace period 
6 years, the rate of interest 4.3 per cent, and the 
grant element 49 per cent. Table II-1-11 sets out 
information for the individual countries of the re- 
gion concerning the flow of funds and grant ele- 
ments. 


16 Fast Asia comprises Indonesia, Malaysia, the Philippines, the 
Republic of Korea, Singapore and Thailand. 

27 South Asia comprises Afghanistan, Bangladesh, India, Pakistan 
and Sri Lanka. 
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(iv) Investment 


Table II-1-12 gives the shares in GNP at cur- 
rent market prices for nine major developing 
ECAFE countries for a number of selected years. 
While it can be seen that the performances of in- 
dividual countries varied considerably in the first 
two years of the Second Development Decade, table 
II-1-8 indicates that there was an improvement in 
the size of the weighted investment/GNP ratio in 
1971/72 compared with other observations taken 
during the First Development Decade. Excluding 
Indonesia, for which earlier data are not available, 
it can be seen that the weighted investment ratio 


TABLE II-1-11. 
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fell from 17.8 in 1965 to 17.2 in 1970 and then 
rose to 18.5 for 1971/72. If Indonesia is included 
in this latter time period, the average is 18.2. It 
needs be emphasized that these estimates are highly 
tentative, but, on the information available, the in- 
vestment situation has not worsened. 


Of the individual countries, India’s recovery in 
1972 is most encouraging, although the magnitude 
of the recovery may be inaccurate on account of 
the assumptions concerning depreciation mentioned 
in the table. Although data were not available for 
Indonesia, it has probably continued its recently 
favourable investment trend. 


AVERAGE AMOUNT OF LOANS AND GRANTS 


RECEIVED BY ECAFE DEVELOPING COUNTRIES, 
1965-1968 AND 1969-1971 


Country Years 


Loans received 


Afghanistan 1965-1968 
1969-1971 
India . 1965-1968 
1969-1971 
Indonesia . 1965-1968 
1969-1971 
Malaysia 1965-1968 
1969-1971 
Pakistan 1965-1968 
1969-1971 
Philippines 1965-1968 
1969-1971 
Republic of Korea 1965-1968 
1969-1971 
Singapore 1965-1968 
1969-1971 
Sri Lanka 1965-1968 
1969-1971 
Thailand . 1965-1968 
1969-1971 
Source: 


Grants received Grants element 


(million US dollars) (percentage) 
27.7 al7 83 
23.8 30.4 85 
1,039.8 535.3 74 
780.3 250.9 77 
191.2 48.6 56 
559.0 95.2 68 
78.4 25.2 49 
125.6 20.4 36 
471.5 167.7 64 
421.2 92.9 65 
67.3 62.8 58 
145.9 50.5 43 
375.8 165.4 52 
623.3 121.8 42 
43.7 4.0 50 
46.7 11.2 36 
68.3 11.8 49 
98.4 19.5 61 
41.7 45.2 66 
TREY 54.5 55 


World Bank, Annual Report, 1973, table 10, pp. 94-95. 


TABLE II-1-12. Gross INVESTMENT AS PERCENTAGE OF GNP 


(at current market prices) 


Country 1960 1965 1969 1970 1971 19728 
Mitel E Weg ae Si Reb 16.3 17.8 16.1 14.2 14.2 18.1 
Indonesia Cees Lok Ee 7.9 8.4 10.6 13.0 15.7 — 
[rant He eem Bara) He ail 1D Al 22.9 22.3 20.1 20.1 
Malaysia* 8 16.3 14.2 16.3 16.1 20.7 
Pakistan® . ee 18.3 14.8 152 14.5 16.0 
Philippines 13.0 20.2 21.0 20.8 PAA 19.5, 
Republic of Korea 10.9 14.9 30.4 28.1 25.6 20.8 
Sri Lanka 14.5 12 19.7 19.7 19.9 — 
Thailand . 15.7 20.2 26.8 25.7 23.1 21.3 
Sources: Economic Survey of Asia and the Far East, 1972, Part I, table I-12, p. 32. Estimates for India 


(1971, 1972) and Pakistan (1972) derived from country chapters included in this Survey. 
In India’s case, depreciation assumed to be 5.5 per cent of GDP. Estimates for Malaysia 
(1972) from Bank Negara, Monthly Bulletin. Other estimates from the United Nations 
Monthly Bulletin of Statistics, November 1973. 


* As percentage of GDP. 
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(5) Trade and payments 


(1) Trade developments 


As tables IJ-1-13 and II-1-14 indicate, the ex- 
ports of the ECAFE region increased in US dollar 
terms by 19.4 per cent in 1972 and the value of 
exports of the developing market economies of Asia 
increased by 17.4 per cent. The latter performance 
compared more than favourably with that of other 
developing country groups in Latin America and 
Africa whose respective rates of increase in exports 
were 13.9 and 12.3 per cent respectively. In the 
first quarter of 1973, developing Asian economies’ 
exports were running 17.2 per cent higher than in 


TABLE IJ-1-13. 
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the same quarter a year earlier. In terms of world 
exports, the share of Asian developing market 
economies in 1972 was 9.2 per cent. This com-— 
pares with a share of 9.4 per cent in 1965. In the 
first quarter of 1972, however, this share fell to 8.5 
per cent. On the import side, the share of develop-— 
ing Asian market economies in world imports was 
18.3 per cent in 1972 but fell to 17.5 per cent in 
the first quarter of 1973. This figure compares un- 
favourably with the 21.5 per cent share recorded in 
1965. 


The current rapid expansion in value of 
developing ECAFE exports is most promising and 
compares well with the 9.0 per cent compound 


EXPORTS (F.0.B.) OF ECAFE COUNTRIES 


(million US dollars)* 


Country 1961 1965 1970 
Australia <a, BS ay eR D875 2,916 4,621 
Japanese) Pomc ae ae 4,236 8,452 19,318 
New Zealandis sue a en 793 1,007 1,225 
Developed-BCARE (7. 2). 7,352 12,375 25,164 
Afohanistane. 0 eae en es ee 53 70 86 
Bruner) Oc) eee Gee ee 7 65 92 
Burina yl £40 years bn eee 222 225 108 
Eads AST Mes teeaNce ct te Sera ie 33 50 68 
EIOnG sone ieee cance) Gee 688 1,143 2,514 
Kidiast ates ee.) le, OTe ee eee 1,386 1,686 2,026 
Indonesia igus Mate Bae 788 708 1,161] 
Trani och tal egell + - cceberees 872 1,303 2,355 
Khmer Republics, Ge 2) ee 63 105 39 
LAOS sh PETS Site Coes | 1 7 
Malaysia:° 
EastteSabah) “22. yee Ipee 100 Let 
Sarawak Pie ee 130 142 219 
West S:00.9 fp ce ak ee 858 1,014 1,369 
Pakistan? o0 wo anche | hae 400 528 723 
Philippines ecw es ae 531 794 1,119 
Republic of Korey . 2... 41 175 835 
Republic of Viet-Nam . 71 36 7 
Singapore They ten oar ee 1,081 981 1,554 
Srisankaw, a eee cee oo 364 409 Boo 
islands Aes). fhe. Ge 477 622 710 
Weesterne Sanioasn cmisy Nak over 5 6 5 
Developing ECAFE. . . . 8,213 10,163 15,510 


Total ECAFE 15,565 22,538 40,674 


ayy 
rale 0: 
pa wa PR  ehanse tro RCO 
PeBihu) 
5,070 6,304 23939 4,464 24.3 95 
24,019 28,655 12,743 16,211 19.3 20.0 
1,361 1,766 939 1,388 29.7 Oss) 
30,450 36,725 16,621 22,063 ZG" 16.9 
100 108 tas 8.0 dl 
101 Laae BS i 319 7.1 
127 118 54 —7.] —8.6 
68 ys) iy TA 3.0 
2,871 3,477 1,576 21.1 16.6 
2,051 2,415 1,225 ey. 45 
1,234 1,549 609 BvD 92 
2,642 2,964 1,386 2 13.9 
35) ig) ont —26.7 —9.5 
6 g> 4 53) 26.0 
189 211 97 11.6 10.0 
257 214 106 —16.7 6.5 
1,280 1,430 679 11.7 Dip 
666 697 383 513 4.6 5.9 
1,178 1,105 peu —6.2 4.7 
1,068 1,633 665 52.9 39.0 
4 14° 3 250.0 —11.0 
1,755 2,181 993 | 24.3 ie} 
327 314 164) —3.9 —1.6 
831 1,051 540 26.4 9.5 
6 6 2 0 —1.6 
16,776 19,690 9,138” 17.4 9.0 
47,226 56,415 27,759” Wwe LS. 


Source: ECAFE, Review of Development in Trade in the ECAFE Region (E/CN.11/TRADE/L.232). 
* Some of these estimates differ from those given in country chapters because they are obtained from different sources and because of 


exchange rate adjustments. 


» Provisional, 


“ Trade transactions among Sabah, Sarawak and West Malaysia are treated as external trade. 


“ Beginning December 1971, West Pakistan only. 


Chapter I. Recent Economic Developments and Emerging Policy Issues 12) 
TABLE II-1-14. -Imports (c.1.F.) oF ECAFE couUNTRIES 
(million US dollars) 
gn 
ercentage feta 
Country 1961 1965 1970 1971 1972 j fas rere ae change i972 563.1972 
in 
t ae 

Australia . 2,093 3,315 4,479 4,632 4,555 2,225 2,903 —17 7.0 

Japan. s .« 5,810 8,170 18,881 19712 23,481 10,938 16,703 19.1 14.9 

New Zealand. . 910 1,052 1,245 1,348 1,531 731 906 13.6 6.0 

Developed ECAFE 8,804 12,537 24,605 25,692 29,567 13,894 20,512 15.1 9.7 

Afghanistan 99 131 112 167 179 ete WP +.0 

Brunei 16 36 84 149 202” rater 35.6 28.6 

Burma 216 247 169 135 98 36 —27.4 —9,3 

Fiji ole: 43 73 104 128 158 78 23.4 13.4 

Hong Kong . 1,045 1,569 2,905 3,387 3,902 1,845 15.2 13.0 

India . 2,277 2,900 2,124 2,406 2,230 1,166 —7.3 —0.9 

Indonesia 796 695 1,002 1,174 1,458 623 24.2 12.1 

A ee 608 860 1,658 1,879 2,410 1,242 28.2 18.6 

Khmer Republic . 97 103 54 78 78 nate 0 —0.5 

aOSee alee oS . 17 33 114 82 110° 55 34a 16.9 

Malaysia:° 

East: Sabah 70 109 163 19] 209 106 9.4 8.6 

Sarawak 125 158 216 226 167 83 —26.1 Zo 

West 729 852 1,111 1,112 1,351 631 21.4. 5.6 

Pakistan? . 642 1,043 1,151 917 681 aye 435 —25.7 —3.0 

Philippines : 678 894 1,210 1,330 1,397 676 5.0 8.2 

Republic of Korea 316 463 1,983 2,394 2,522 1,169 5.3 18.2 

Republic of Viet-Nam 255 B57) 325 255 833° 470 246.3 12.6 

Singapore 1,295 1,244 2,461 2,827 3,383 1,592 19.7 10.3 

Sri Lanka 358 310 389 334 342 205 2.4 1.0 

Thailand . sie 485 736 1,293 1,287 1,479 704 19) 10.3 

Westera Samoa... . « if 9 14 13 20 10 53.8 10.8 

Developing ECAFE . 10,174 12,822 18,642 20,471 23,209 1152852 13.4 8.4 

Total ECAFE 18,978 25,359 43,247 46,163 52,776 25,129 14.3 10.5 
Source: As for table II-1-13. 


* Some of these estimates differ from those given in country chapters because they are obtained from different sources and because of 


exchange rate adjustments. 
» Provisional. 


© Trade transactions among Sabah, Sarawak and West Malaysia are treated as external trade. 


“ Beginning December 1971, West Pakistan only. 


' average annual rate of growth attained during the 
period 1963-1972. As indicated in the section 
dealing with international developments, this excel- 
lent export performance has been made possible by 
the upsurge in economic activity in developed indus- 
trial countries and by the rise in world food and 
other commodity prices. Unfortunately, the in- 
crease in export value has been offset considerably 
by the rapid rise in import prices brought about by 
the inflation in developed economies. 


As table II-1-15 shows, significant price in- 
creases took place in rubber, tin, cotton, sugar, 
copra and rice. The price of rubber increased by 
54 per cent from $US 15 per 100 Ib on average in 
1970-1972 to $US 25 in May 1973. Other price 
increases over the average price secured in 1970- 
1972 were: tin (May 1973) 15.0 per cent; cotton 
(May 1973) 65 per cent; sugar (June 1973) 29.0 
per cent; copra (June 1973) 48.5 per cent; Thai rice 
(April 1973) 61 per cent. These price increases 
were the result of currency realignments, reduced 
commodity supplies and burgeoning demand in the 
developed industrial economies. 


As a result of these developments, the aggre- 
gate balance of trade of the ECAFE region shifted 
from its persistently deficit situation to one of sur- 
plus of $US 1,063 million in 1971 and of $US 3,639 
million in 1972. This improvement was due to a 
huge increase in the trade of ECAFE developed 
economies and to a slight reduction in the aggregate 
deficit of ECAFE developing countries. 


In terms of the objectives of the Second De- 
velopment Decade, the export expansion secured so 
far has been spectacularly successful. In the First 
Development Decade, the average annual growth in 
the exports of ECAFE developing market economies 
was 7.3 per cent, with the highest growth rate of 
14.7 per cent being recorded in 1969. In 1971, 
the growth rate was only 9.7 per cent as a result of 
the depressed level of economic activity in the de- 
veloped industrial countries, but the increase of 
17.4 per cent in 1972 and, what on current indica- 
tions would appear to be an even better performance 
in 1973, indicate that the Second United Nations 
Development Decade target of 7.0 per cent has been 
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TABLE II-1-15. ECAFE REGION: PRICES OF MAJOR PRIMARY EXPORT COMMODITIES 
(US dollars per 100 Ib, except where indicated) 
Rice Tea Rubber Tin Cotton Jute® Sugar (ieee Copra 
Burma Thailand  SriLanka Singapore Singapore Pakistan Pakistan ‘Philippines Philippines Philippines 
1960 . 3.78 4.59 51.3 35.3 96.5 B17 203 5.31 19.41 8.17 
1965 4.65 4.99 47.8 22.9 172.2 29.2 228 5.43 1.91 8.17 
1967 . 5.58 6.85 42.3 17.7 147.1 25.5 244 6.42 8.51 7.34 
1968 . 6.54 771 39.0 17.4 138.6 28.3 218 6.58 8.59 8.86 
1969 . 5.52 6.28 35.7 22.8 148.5 27.2 236 6.83 10.63 7.86 
1970 . 3.78 5.16 37.0 18.4 163.0 29.5 233 5.93 10.80 7.53 
1971 3.43 4.02 39.9 15.1 154.7 33.1 240 6.52 11.79 6.29 
1972 3.60 4.58 44.2 15.6 166.7 32.7 7.36 4.71 
1973 January 3.52 6.74 40.5 20.1 167.5 38.0 7.43 5.69 
February 3.63 6.38 40.0 21.0 168.8 39.2 7.31 7.78 
March . 4.66 6.42 44.2 24.7 188.2 42.1 7.59 8.16 
April 5.43 7.40 24.7 184.3 45.3 7.69 9.35 
May 4.02 10.23 25.0 185.9 54.1 7.99 10.97 
June 4.62 9.00 44,3 30.4 193.0 8.32 12.00 
Average 1967-1969 . 5.88 6.95 39.0 19.3 144.7 27.0 233 6.61 9.24 8.02 
1970-1972 . 3.60 4,59 40.4 16.2 161.5 31.8 6.60 6.18 


As for table II-1-13. 
> Per short ton. 


Source: 


more than achieved in the first three years of the 
Decade. The import target of 7.0 per cent has also 
been more than achieved, imports rising by 12.0 per 
cent in 1971 and by 13.4 per cent in 1972. Once 
again, current indications suggest that the rate of 
increase in import demand in 1973 will have been 
higher. 


The export performance of individual coun- 
tries varied considerably. In absolute terms, ex- 
ports declined in 1972 only in Burma, the Khmer 
Republic and Sri Lanka. What is most encourag- 
ing is the strong export performance of India whose 


exports expanded in value by 17.7 per cent. The 
Republic of Viet-Nam also achieved its highest level 
of export activity for some time. 


(ii) Balance of payments 


Table II-1-16 indicates balance-of-payments 
developments in recent years for a group of ECAFE 
developing economies. With the exception of 
Malaysia, all countries ran substantial deficits on 
current account, although, in many instances, the 
deficits have been falling during recent years. Sig- 
nificant differences are to be observed in the way 


Sima 


ar 
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TABLE II-1-16. SELECTED DEVELOPING COUNTRIES IN THE ECAFE 


REGION: BALANCE OF PAYMENTS SUMMARIES 


(in million US dollars) 


Boe of Central International 

gore la government, Private Deposit Basic liquidity as 

Country Year inclu ding J gle Goh Pal per Balinese inl 

private transfers st te) pat 
transfers ais 
; (1) (2) (3) (4) (6) (6) 
India 1968 —680 939 —13 —174 —72 27.6 
1969 —287 752 —34 —46 —385 42.2 
1970 —444 695 —23 —32 —196 47.8 
1971 —721 869 —27 —91 —30 48.3 
Iran . 1968 —418 345 89 —119 103 21.0 
1969 —543 396 110 —60 97 20.4 
1970 —S511 344 39 —179 307 12.5 
1971 3 392 98 —218 —276 32.7 
1972 —21 462 38 97 —576 39.8 
Malaysia 1968 20 15 46 —50 —31 44.7 
1969 206 56 53 —183 —132 58.5 
1970 36 10 53 —75 —14 52.4 
197] —65 137 53 —64 —63 54.0 
1972 —226 123 137 —8 —27 59.7 
Pakistan 1968 —441 453 57 —21 —48 24.2 
1969 —417 323 149 —19 —36 Silk 
1970 —705 320 203 54 128 16.0 
1971 —596 413 178 —39 44 19.9 
1972 —289 243 30 13 3 47.4 
Philippines 1968 —294 81 363 —191 41 125 
1969 —283 73 200 —98 108 9.6 
1970 —55 66 148 —120 —39, 22.1 
1971 —7 100 33 23 —83 28.6 
1972 —15 195 30 0) —210 40.8 
Republic of Korea , 1968 —562 142 401 58 —39 29.7 
1969 —653 296 439 83 —165 34.3 
1970 —708 252 421 85 —50 33.7 
1971 —911 292 430 151 38 26.9 

1971 
Grd quarter) —724 256 369 50 49 36.1 
1972 

(3rd quarter) —378 263 207 11 —103 38.8 
Singapore 1968  —157 52 40 282 Ir, 13.1 
1969 —232 11 47 269 —95 12.1 
1970 —635 39 119 661 —184 12.0 
1971 —795 36 129 949 —319 19.9 
1972 —922 20 191 1,029 —319 28.6 
Sri Lanka 1968 —64.4 40.5 —3.0 —9.6 36.5 L4e1 
1969 —141.7 84.7 —3.4 52 Bey 9.4 
1970 —71.4 72.0 —0.9 —6.9 7.2 11.0 
1971 —51.1 82.5 —5.2 1.5 —27.7 15.0 
Thailand 1968 —207 94 89 37 —13 89.0 
1969 —258 61 117 44 26 80.1 
1970 —295 47 119 50 79 70.7 
1971 —216 46 73 31 66 68.8 
1972 —8l 25 162 55 —160 71.6 


Source: IMF, International Financial Statistics, November 1973; Col. (1) = items 77a + 77ta; Col. (2) = 
77tg + 78k; Col. (3) = 78ad; Col. (4) = 78pa + 78pb + 79w; Col. (5) = 78w + 79a; Col. (6) = 


(1/71) Xa. 
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current account deficits are financed. In Malaysia, 
the Philippines, the Republic of Korea, Singapore 
and Thailand, current account balances are financed 
by private capital flows, whereas central govern- 
ment loans and transfers are much more important 
in the case of India, Indonesia, Iran, Pakistan and 
Sri Lanka. Borrowing from the Euro-dollar market 
was particularly important in 1972 as developing 
countries attempted to reduce their dependence up- 
on short-term export credits, 


There was a general improvement in the for- 
eign exchange reserve position of many member 
countries, primarily as the result of increased capital 
flows. As the table indicates, however, there are 
considerable differences in the reserve situations of 
the different countries. 


(ili) Exchange rate realignments 


A full discussion of the 1971 and subsequent 
exchange rate realignments and the implications for 
ECAFE developing countries appeared in the “First 
Biennial Review of Social and Economic Develop- 
ments in EBCAFE Developing Countries during 
the Second United Nations Development Decade”.!§ 
Further currency realignments which involve 
ECAFE developing countries are set out in table 
If-i-17. Two points should be noted. First, when, 
in June 1972 the United Kingdom notified the IMF 
of its intention to allow the pound sterling to float, 
a number of BCAFE developing countries, inchud- 
ing Bangladesh, Fiji, India and Sri Lanka, followed 
suit. Secondly, Malaysia and Singapore decided as 
of June 1973 to attach their currencies no longer 
to the United States dollar and to allow them to 
float. 


A tentative assessment of the effect of the 
1973 currency realignments on the trade flows and 
state of indebtedness of ECAFE developing coun- 
tries has been given in the section dealing with 
international developments. A number of other 
problems, however, have been posed by the shift to 
greater exchange rate flexibility, and ECAFE 
developing countries are vitally concerned in what- 
ever international currency agreements evolve. 


In the short run, BCAFE developing countries 
are concerned that the set of exchange rates which 
emerged in the first half of 1973 should prove to 
be a generally viable one because further major 


28 See Part I, Eoomemic Surrey of 4a and the Fer East, 1972, 
pe. 83-5. 
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fluctuations in the exchange rates of the richer in- 
dustrial nations are likely to have a destabilizing 
effect on developing countries. In the first place, 
major fluctuations in the exchange rates of develop- 
ed economies require exchange rate alterations in 
developing countries which would not be required 
normally; in the second place, the uncertainty sur- 
rounding future major exchange rate alterations 
makes for particular difficulty in deciding upon 
suitable adjustment policies in developing countries. 
For these reasons, if the international monetary sys- 
tem which emerges features greater exchange flexi- 
bility, it is most important from the developing 
country point of view that greater flexibility should 
not be associated with greater exchange rate instabi- 
lity. 


TABLE HU-1-17. ECAFE DEVELOPING COUNTRIES: 
MOVEMENTS IN OFFICIAL EXCHANGE RATES 
VIS-A-VIS THE US DOLLAR SINCE APRIL 1971 


Comsiry Date im termes of 
US dollars 
Burma Apr. 1971 — 
Dec. 1971 —10.97 
Feb. 1973 eRe! 
India Apr. 1971 a 
Dee. 1971 3.03. 
June 1972* — 
Feb. 1973° — 
Lo re ns ae Apr. 1971 —_ 
Feb. 1973 11.11 
Oct. 1973 — 
Malaysia, <ctsc 6's Feet Apr. 1971 _ 
Dec. 1971 857 
Feb. 1973 lili 
June 1973 — 
Nepal) («RAR re Se Apr. 1971 —_ 
Feb. 1973 —4.12 
Pakistan ae} Apr. 1971 — 
May 1972 —3671 
Feb. 1973 11.11 
Singapore Apr. 1971 — 
Dec. 1971 8.57 
Feb. 1973 lidi 
Jene 1973* — 
pa a Apr. 1971 — 
July 1973 4.00 
a ee ee 
Source: International Financial Statistics, November 1973, 
pp. 2-3. 
* Floating rates. 
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Fluctuating exchange rates are likely to have 
a greater impact on the budgets of developing econo- 
mies than on those of developed economies because 
public revenue collection in the former is more 
dependent upon export and import taxes. Exchange 
rate alterations could serve to increase or decrease 
expected yields, but, whatever the direction of im- 
pact, greater uncertainty would result. Another 
problem involves the inadequate provision for hedg- 
ing facilities in forward markets to avoid the risk 
of short-term exchange rate fluctuations. The 
development of such facilities in developing coun- 
tries could prove costly and would place a further 
demand on scarce administrative skills. 


There are positive aspects to be considered, 
however, in a system in which greater exchange 
rate flexibility brings about greater external and 
internal stability in the developed industrial coun- 
tries. The risk of less frequent but major exchange 
rate adjustments under a system of pegged ex- 
change rates would be avoided. Moreover, in that 
the extent of the response called for from develop- 
ing countries would be less because of the more 
frequent adjustments, the burden of economic 
management may not prove more enorous. At the 
same time, while it is true that losses could be made 
by exporters who have negotiated sales contracts in 
terms of depreciating currencies, it is equally true 
that importers could gain or, where a currency was 
appreciating, that exporters could a!'so benefit. In 
a similar fashion, the net outcome of greater ex- 
change rate flexibility upon debt liabilities and debt- 
servicing commitments could result in benefits as 
well as in losses. 


Nevertheless, because of the greater measure of 
uncertainty engendered by a more flexible exchange 
rate system, the developing countries are likely to 
be at a disadvantage vis-a-vis developed economies. 
This disadvantage arises from institutional and skill 
deficiencies, distance from financial centres, inade- 
quate information facilities and other special prob- 
lems such as the need to renegotiate and revise 
international commodity agreements. 


(iv) Progress in intraregional trade and 


monetary co-operation’ 


The third meeting of the ECAFE Trade Nego- 
tiations Group was convened on 1 August 1973. 


19 See ECAFE “Regional trade and monetary co-operation: Pro- 
gress report” (E/CN.11/TRADE/L.226). 


In order to consider the request lists for concessions 
presented by participating delegations, the Group 
held thirty-four bilateral discussions during the first 
of several rounds of consultations. These consulta- 
tions also enabled participants to exchange informa- 
tion on trade regimes and to identify tentatively 
certain products of export interest on the basis of 
the request lists presented by the countries. 


Taking into consideration that each Govern- 
ment would require time to study the implications 
of tariff and non-tariff reductions, the Group decid- 
ed that its next meeting should be held in November 
1973 so that participants would have time to receive 
instructions from their Governments as to the maxi- 
mum limits of concessions that might be provisional- 
ly offered or requested. Further, in order to ex- 
pedite the work at the national level, the Trade 
Negotiations Group suggested that inter-ministerial 
bodies be set up to co-ordinate the work of trade 
negotiation, as had already been’ done by some 
Governments. 


The secretariat was asked to undertake a study 
of the pattern of trade in the region for the major 
products identified. The study will include the in- 
cidence of customs tariffs and thus facilitate assess- 
ment by the participating countries of their possible 
impact on the concessions given and received. 


A significant advance in ECAFE’s efforts to 
promote regional monetary co-operation was achiv- 
ed when, at the Meeting of Senior Officials of Gov- 
ernments and Central Banks for the Establishment 
of an Asian Clearing Union held in Bangkok in 
February 1973, the Agreement for Establishing the 
Union was finalized. The Agreement was open for 
signature by interested central banks at the Tokyo 
session of the Commission during which the central 
banks of Iran and Sri Lanka signed it. The cen- 
tral banks of India, Nepal and Pakistan have in- 
dicated their intention of signing shortly. 


In regard to the conclusion of the Intergovern- 
mental Committee on the Establishment of an Asian 
Reserve Bank that such a bank was a feasible pro- 
ject, given adequate membership and financial struc- 
ture and sound management, the Commission, at its 
twenty-ninth session, urged the secretariat to pursue 
further its work on the project in accordance with 
the conclusions of the Council of Ministers for Asian 
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Economic Co-operation. At this session of the 
Commission, some countries felt that the time was 
opportune to set up such a bank and that it would 
‘represent a concrete contribution to regional and 
global monetary stability. 


(6) Money supply and inflation 


The role of monetary and fiscal policy in 
domestic resource mobilization was discussed in an 
earlier section. This section briefly examines 
trends in prices and in the money supply in ECAFE 
developing countries. 


As table II-1-18 indicates, the ECAFE region 
suffered from widespread and accelerating inflation 
in the opening years of the Second Development 
Decade, and there are disturbing signs that the situa- 
tion became much worse in late 1972 and 1973. 
To the extent that inflation is the result of over- 
expansionary domestic monetary and fiscal policies 
in the developing countries, they can adopt appro- 
priate counter-measures. In large part, however, 
inflation has been experienced on a world-wide 
basis, and it has been exacerbated recently both by 
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the upsurge in economic activity which has added 
to demand pressures in the industrial countries and 


by the extraordinary pressure placed on world food -— 


and non-food commodity prices. In these circum- 
stances, and particularly where their exchange rates 
are fixed, there is no way in which the developing 
countries of the region can isolate themselves from 
the impact of  internationally-generated price 
changes. 


It is probable that ECAFE developing coun- 
tries were the most severely affected by the inflation 
of late 1972 and early 1973 as the scarcity of staple 
foodstuffs was particularly noticeable in this region. 
As a result, average annual price increases fail to 
reveal the sharpness of the rise in consumer prices 
in late 1972, as well as the extent of the hardship 
felt by the many people in the area who spend a 
large part of their income on food. In India, 
wholesale food prices in December 1972 were some 
20 per cent higher than a year before, mainly as 
a result of rising cereal prices. In Indonesia, where 
a successful stabilization campaign had largely 
checked inflation by 1971, prices rose by some 33 


TABLE IIJ-1-18. HECAFE DEVELOPING COUNTRIES: PERCENTAGE RATES OF CHANGE IN CONSUMER 


AND WHOLESALE PRICE INDICES 


Annual 


Country compound 1967 1968 1969 1970 1971 1972 19738 
rate of growth 
Hong Kone’; 2a". sa ie ee _ Del, Qu 3.5 7.6 ait 6.1 11.2 
India . Tee 13.9 2.6 —0.9 5.1 3.3 6.3 15.9 
(6.8) (14.9) (—0.6) (2.0) (6.4) (3.6) (8.1) (20.8) 
Indonesias((Dyakarta)y)) yan ee oP eee 185.7 169.5 125.3 6.1 12.3 4.3 6.5 33.9 
Iran 15 1.6 0.7 3.6 1.7 4.1 6.5 6.5” 
(1.0) (0.3) (0.5) (2.2) (3.2) (7.1) (4.3) (5.4) 
Khmer Republic (Phnom Penh) . . 33 —0.6 SYi 6.3 11.9 72.0 25.2 139.8 
Laos (Vientiane) ne ee ee — 7.9 Syl 3.1 0.3 1.3 25.1 26.1 
Malaysia (West) 5 ne 1.0 4.2 1.0 —1.0 ies} 1.6 3.1 aor 
Pakistan w(karachi) vaaeee ar) fan 3.4 6.9 0.2 3.2 5.4 4.7 8.8 18.4 
(3.2) (13.8) (3.9) (5.8) (2.1) (3.9) (9.7) (19.0) 
Philippines\(Manilayy 3). 27°.) 4.5 5.7 0.3 NS NFS 19.0 ae 35% 
(4.8) (4.7) (2.9) (0.7) (19.4) Ris Bh fs. 
Republictothoreay sere ie cee. fk 13.7 10.8 11.4 12.4 15.6 13.5 12.1 A 
(13.5) (6.8) (7.6) (7.0) (9.1) (8.8) (14.0) (3.7) 
Republic of Viet-Nam (Saigon) . . 19.5 43.8 26.9 22.0 36.6 18.3 25.4 33.9 
(33.1) (8.8) (19.5) (23.9) (19.0) (35) oa 
Singapore Re ae a ee 1.4 3:3 0.7 —0.3 0.3 1.9 2.1 aa 
Sr cankan(@olombo)) a 2 ane ane 2.0 WP) 5.9 73 5.9 2.7 6.4 8.7 
Thailand (Bangkok) ec eka? 2.2 4.0 De 2.1 0.8 2.0 4.0 12.1 
(2.6) 
Sources: United Nations, Monthly Bulletin of Statistics, November 1°73; and Central Bank of the 
j Philippines. 
Note: The figures in brackets are the rates of change in wholesole prices. 


* Year ending 30 June. 

» Year ending 30 May. 

© Consumer price index for industrial workers only. 
* Year ending 31 March. 
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per cent in the year ending June 1973. Consumer 
price increases of around 20 per cent or more were 
experienced in the year ending June 1973 in India, 
Indonesia, the Khmer Republic, Laos, Malaysia, 
Pakistan, the Republic of Viet-Nam and Singapore. 


Changes in the money supply for a group of 
selected ECAFE developing countries are given in 
table II-1-19, Unfortunately, by themselves, such 
data are of limited value because they fail to in- 
dicate whether the cause of the change in the money 
supply was the result of fiscal, monetary or balance- 
of-payments developments. Moreover, it is difficult 
to generalize about the impact of changes in the 
money supply on prices in developing countries be- 
cause shifts in the velocity of circulation of money 
are difficult to predict. 


(7) Social developments 


The strategy for the Second Development De- 
cade emphasizes the need to look at the develop- 
ment process in terms of criteria additional to the 
usual concepts of GDP or GNP. As a result, a 
large number of social development criteria were 
made use’of in the preparation of the “First Bien- 
nial Review of Economic and Social Developments 
in ECAFE Developing Countries During the Second 
Development Decade”. Unfortunately, such indica- 
tors are often not available on an annual basis 
and, when they are, no significant changes in such 
things as telephones per capita, net food supplies 
per capita or general life expectancy occur in the 
short term. For this reason, and because a detailed 
review of social developments will appear in the 
mid-term review of progress in the Second Develop- 
ment Decade, only a brief survey is given here of 


the more important current social developments and 
problems in the ECAFE region.?° 


In any appraisal of such developments, it is 
important to stress the danger of generalization. 
Inevitably, any short report must generalize to some 
extent, but the extreme diversity and heterogeneity 
of the developing countries of the region needs be 
remembered. ‘This diversity extends to climate, re- 
ligion, topography, culture, level of development, 
style of development, and political system. In the 
demographic area, however, there are a number of 
reasonably uniform characteristics, such as rapidly 
increasing population, a continued dependence in 
most countries upon the output of the agricultural 
sector, an age structure of the population which 
makes for a relatively low proportion of actively 
employed vis-a-vis the dependent section of the 
population and a continued increase in the dimen- 
sion of urban problems. 


(i) Demographic developments 


While there are exceptions, the demographic 
structure of the countries of the region are charac- 
terized by predominantly rural populations, a high 
ratio of dependent population to the workforce and 
persistently high rates of increase in population. 
These facts are well-documented*4 and they have 
given rise to an increased emphasis on family plan- 
ning programmes based on modern contraceptive 
technique. 


291n the preparation of this section, use has been made of a pre- 
liminary draft copy of “Social Development in Asia”, prepared by the 
United Nations Asian Institute for Development and Planning, 
Bangkok. 

71 See Economic Survey of Asia and the Far East, 1972, Part 1: First 
Biennial Review of Economic and Social Developments in ECAFE 
Developing Countries During the Second United Nations Develop- 
ment Decade, pp. 91-95, 


TABLE II-1-19. ECAFE DEVELOPING COUNTRIES: CHANGE IN 
MONEY SUPPLY (INCLUDING QUASI-MONEY ) 


(in percentages) 


Annual 


compound 

Country vale of 1970 1971 1972 19734 
growth 

IIOOL9IO8 
India . 9,3 13,3 12.4 16.7 14.8 173 
Indonesia , 162.5 58.1 37.3 42.6 44.4 41.1 
LETT Ye ee 16.8 a7. 18.0 24.0 35.3 35.5 
Malaysia (West) . 4.) 15.2 10,9 13.0 23.7 23.9 
Pakistan. . 11,5 9.6 1L7 13.8 18.0 16.3 
Philippines . , 14.6 12.0 13.2 15.6 12.9 18.4 
Republic of Kore: 39,] 63.9 32.8 20,5 34.1 41.8 
Sri Lanka / 70 Diz 9.2 10.4 15.9 8.7 
Thailand , 14.4 11.5 13.9 16.6 23.8 25,9 


Source: International Monetary Fund, International Financial Staustics, November 1973. 


*Year ending 31 March. 
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In Thailand, a 3.0 per cent rate of growth in 
population during the decade ending 1971 has led 
to the adoption of policies which it is hoped will re- 
duce population growth to 2.5 per cent per annum 
in four years’ time.*® India has also moved posi- 
tively in this direction and, in the fourth plan period, 
1.3 per cent of total plan expenditure has been 
appropriated for family planning programmes.*® 
According to the 1971 Census, the rate of popula- 
tion growth had fallen to 2.2 per cent, which was 
below the projected 2.5 per cent and a significant 
attainment. 


in Singapore, the Government's family plan- 
ning programme, which was introduced in 1966, 
was a major factor in reducing the rate of popula- 
tion growth from an average of 3.2 per cent per 
annum in the period 1957-1966 to 1.5 per cent in 
1967-1970. By 1970, approximately 60 per cent 
of married women in the 15-24 age group had ac- 
cepted family planning techniques.** The Republic 
of Korea has achieved a similar dramatic reduction 
in its rate of growth in population. In Iran, 1.9 
million people have received assistance under the 
family planning programme and it is hoped to re- 
duce eventually the rate of growth of population to 
one per cent.*5 


Despite the above recent achievements and 
formulated plans, the problem of rapidly expanding 
populations is a serious one. In Indonesia, for in- 
stance, should the impact of a recently introduced 
family planning programme offset the expected de- 
cline in mortality rates, population will still double 
in 30 years if its present rate of growth persists. 
In Bangladesh, the continued rate of increase in 
population of 3.0 per cent per annum in an already 
heavily over-populated country gives cause for se- 
rious concern. 


Experience to date confirms that, in the ab- 
sence of deliberate population control measures, 
there are unlikely to be other factors which will 
significantly reduce population growth rates. In 
these circumstances, if family planning programmes 
are to be successful, it is essential that knowledge 
of the benefits of family planning and of the use of 


22 United Nations Economic and Social Council, Commission for 
Social Development, Item 8, Thailand, 15 February 1972. 


23. G. B. Simmons, The Indian Investment in Family Planning 
(New York Population Council, 1971), p. 95. 


24 United Nations Economic and Social Council, op. ait., Singapore, 
18 July 1972. 


38 Tbid., Iran, 15 January 1972. 
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contraceptive techniques be more widely disseminat- 
ed. For instance, “Twenty years ago, a rural couple 
were well advised to have five children to ensure 
one surviving son; today three would do. This is 
a great achievement of free India; yet it has not 
been communicated to the peasants.”°* In particu- 
lar, the inadequate education of women would ap- 
pear to be a major obstacle to the development of 


more successful family planning programmes. 


In the developing countries of Asia today, 
roughly two in every five people are less than 15 
years of age, some 55 per cent are in the age group 
15 to 59 and only 5 per cent in the over 60 years 
group. As a result, the ratio of the dependent sec- 
tion of the population to the gainfully employed is 
unusually high. Three implications follow: first, 
that heavy demands will be made directly on those 
actually employed and indirectly on the economy at 
large if adequate provision is to be made for educa- 
tion, housing, basic health services, etc.; secondly, 
that, in subsequent years, there will be a larger num- 
ber of entrants into the reproductive age group than 
those leaving, and this could make for further rapid 
population increase; finally, as the present 0-15 age 
group matures, the workforce will increase.consider- 
ably, creating further pressure on job vacancies and 
levels of unemployment. 


While the degree of urbanization is lower in 
Asia than in Europe or North America, Asia con- 
tains 11 of the 25 most populous cities in the world 
and the rate of increase in their size has accelerated 
recently. In the majority of cases, this process of 
urbanization has occurred not because of the work 
opportunities available in the cities but because of 
the overcrowding in rural areas. As a result of this 
rapid urbanization process, there has often been a 


general deterioration in public services, such as : 


housing, sanitation, water supplies, garbage disposal 


and public transport, and an increased incidence of ~ 


begging and crime. In the smaller developing coun- 
tries, the capital city is often the focal point for 


such urban growth: 47 per cent of the urban popu- — 
lation of Sri Lanka live in Colombo and €9 per cert _ 
of the urban population of Thailand live in the © 


Bangkok metropolitan area.** Some Governments, 


such as those of the Republic of Korea and Thai- ; 


land, have revised their estimates about the ability — 


26 M. Lipton, “Strategy for agriculture”, The Crisis of Indian Plan- 
ming, 1968, pp. 114-115. 

27 J. Vinjerhoets, “Development and rural employment: The case 
of Thailand”, Social Action, 23 February 1973. 
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of the cities to absorb rural labour and have set 
about improving rural conditions to hold people in 
these areas.*° Others, such as the Government of 
Indonesia, have physically attempted to limit urbani- 
zation by the issue of work permits and identity 
cards. 


A particular problem has been that of provid- 
ing adequate housing, and most cities in Asian de- 
veloping countries are plagued by serious slum 
developments. It has become clear that less am- 
bitious patterns of living need be considered which 
are more suitably related to the incomes of low- 
_ incomes dwellers. In Bangkok, it has been estimat- 
' ed that 42,000 new dwelling units will be required 
each year over the next 10 years, but, even with low- 
cost units, this would involve a level of expenditure 
some 35 times larger than current annual expen- 
diture. In these circumstances, public water foun- 
tain facilities should be used instead of private water 
supplies, pit privies instead of septic tanks, and the 
size of dwellings related generally to the income- 
earning capacity of the community.”° 


(ii) Unemployment and income distribution 


Two of the major tasks to be undertaken by 
developing countries are the eradication of unem- 
ployment and the imparting of greater skills and 
ability to the workforce. Both tasks are vital if 
unemployment is to be eliminated, income inequali- 
ties reduced and rising standards of living secured. 
The second of these tasks, which relates to the role 
of education in the development process, is dealt 
with a length in part I of this Survey; the second 
problem was also considered at length in the 1972 
Survey when an extended biennial review of social 
and economic developments was undertaken. In 
this section, a few general remarks are made about 
the dimensions of the first of these tasks and atten- 
tion is also drawn to the fact that there is a much 
greater awareness among developing countries of 
the urgency of the problems involved. 


The dimensions can be viewed either against 
the necessity of eliminating existing unemployment 
or against the need to provide a job for those 
entering the labour force during the Second United 
Nations Development Decade. At the beginning of 
the Decade, the proportion of the population pre- 
pared and willing to enter employment was 2.2 per 
cent, almost double the corresponding figure for 
developed economies. In only one developing coun- 


28 Ibid. 
29 Sri Lanka has limited the size of private houses to 2,000 sq ft; 
the national average is 400 sq ft. See Far Eastern Economic Review, 


30 April 1973. 


try out of 17 during the 1960s" was the rate of 
growth in the labour force under 1.0 per cent; in 
one out of 14 it exceeded 3.0 per cent and all too 
frequently the latter were the poorest among de- 
veloping countries, 


The ECAFE region countries which had high 
labour participation rates during the 1960s included 
Fiji (3.1), Hong Kong (3.3), Indonesia (2.2), the 
Khmer Republic (2.4), Laos (2.4), Malaysia (2.8), 
Pakistan (2.5), the Philippines (2.8), the Republic 
of Korea (2.4), Singapore (2.5), Sri Lanka (2.1) and 
Thailand (2.7). Among these countries, those with 
the highest percentage rates of increase in the labour 
force engaged in the agricultural sector were Fiji 
(1.8), the Khmer Republic (1.9), Pakistan (1.7), 
the Philippines (1.6) and Thailand (2.3). By con- 
trast, rates of increase in the labour force in manu- 
facturing ranged from an extremely high 5.8 per 
cent in Thailand to 2.9 per cent in Singapore and, in 
the services sector, from 4.7 per cent in Indonesia 
and Pakistan to 2.7 per cent in Singapore. In India, 
the largest of the market developing economies, the 
rate of growth in manpower was 1.8 per cent and 
the rate of expansion of the labour force in agricul- 
ture was 0.8 per cent, industry, 4.8 per cent, and 
services, 4.1 per cent. One clear implication of 
these figures, given the existing underemployment in 
rural areas and the existing disparity between in- 
comes in rural and urban communities, is the need 
for a continued increase in public and private in- 
vestment in the rural sector. 


Data on existing levels of unemployment and 
underemployment are scant and unreliable.*! What 
evidence there is in the ECAFE region does not 
point necessarily to an aggravation of the problem 
in terms of a percentage of the labour force, but it 
does confirm the extreme seriousness of the wide- 
spread incidence of unemployment and _ under- 
employment in most developing countries.*? Taken 
in conjunction with the above facts on labour par- 
ticipation rates and current rates of entry to the vari- 
ous sectors of the labour force, it indicates at least 
that positions are not being created rapidly enough 
to absorb the existing unemployed and the fresh 
entrants to the labour force. Moreover, the increase 
in the relative size of the services sector is a dis- 
turbing factor in developing economies where the 
majority of occupations are of a menial, low-produc- 


tivity type. 


There is a growing awareness of the intolerable 
nature of the unemployment problem among 


3° United Nations, Implementation of the International Develop- 
ment Strategy, vol. 1, table II-1, pp. 77-80. 

31 Thid., pp. 8-9. 

32 Economic Survey of Asia and the Far East, 1972, Part 1, pp. 18- 
24. 
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ECAFE developing countries which is reflected in 
their increased efforts to measure and clarify it, and 
to include reductions in its incidence as development 
objectives. The Philippines has recently called for 
a reduction in the unemployment rate from around 
8.0 per cent to 5.0 per cent of the labour force by 
the mid-1970s. In Pakistan, it is planned to expand 
job opportunities at 4.0 per cent, while the labour 
participation rate is around 3.0 per cent. Malaysia 
plans to hold its existing unemployment to around 
7.0 per cent in the first half of the decade.®® 


(iii) Economic developments in the ECAFE 
region: Developed economies 


The major indicators of economic develop- 
ments in the three developed countries of the 
ECAFE region are given in table II-1-20. These 
countries also experienced slower rates of growth in 
output in common with other developed countries in 
1972. Similarly, all three countries appear to have 
achieved satisfactory GNP growth rate in 1973 al- 
though the incidence of inflation has become even 


S$ See Implementation of the International Development Strategy, 
oP. ett, p. 10. 


TABLE II-1-20. MAIN ECONOMIC INDICATORS 


New Zealand 


Prices (GNP deflator) 5 


Japan 
1972 
4.6 
Exports 59 
Imports —6.6 
GNP . 9.6 
Source: 


* Consumer prices, 

® Nine months to September. 
© OF goods and services. 

* GDP. 
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OECD, Economie Outlook, No. 14, December 1973. 
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more pronounced. In addition to cost/push factors, 
which have been largely responsible for recent infla- 
tion, there was the added impact of commodity 
price increases. 


In Australia and New Zealand, the export — 
income of the primary sectors was favourably affect- — 
ed by the rise in world commodity prices and, in 
turn, this was reflected in the rate of growth of 
their respective gross national products in 1973. At 
the same time both countries were called upon to 
react to buoyant and rapidly changing world econo- 
mic conditions by revaluing their exchange rates and, 
in the case of Australia, by a 25 per cent across the 
board reduction in tariff rates. 


Similarly, in Japan, domestic economic policies 
had to be attuned to rapid changes in world econo- — 
mic conditions. For instance, as a result of external ~ 
factors, Japan appreciated its exchange rate by — 
about 10 per cent in early 1973 and then allowed ~ 
it to gradually depreciate later in the year following © 
a loss of about $US 4,000 million in foreign ex- — 
change reserves. In a similar manner, domestic — 
economic policies underwent changes in response to — 
the global shortage of agricultural and non-agri- — 
cultural commodities, including oil supplies. 


Australia 
1972 1973 1972 1973 
75 12.5 2 76>" 
3.8 3.0 20.0° 25.1° 
sé ate 77° 28.6° 
2.4¢ 6.08 2.6 45 
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Chapter II 


CURRENT ECONOMIC DEVELOPMENTS AND POLICIES IN THE 
COUNTRIES OF THE ECAFE REGION 


AFGHANISTAN 


Introduction 


The economy of Afghanistan is predominantly 
agricultural. A severe drought in 1970/71 led to 
a sharp reduction in agricultural production, thus 
producing an adverse effect on the other sectors. 
Although weather conditions in the first half of 
1972/73 continued to be not very favourable, agri- 
cultural production recovered because of counter- 


‘measures taken by the Government, including the 


distribution of fertilizers and high-yielding seeds at 
subsidized prices. 


With more favourable weather conditions in 
1973, together with increased development expen- 
ditures in the public sector and higher export prices 
for karakul pelts, economic conditions improved. A 
bumper wheat harvest opened up the possibility of 
wheat exports, in contrast to 1972 when over half 
a million tons was imported. Although a recent 
debt-servicing agreement with the USSR has provid- 
ed welcome relief for the balance of payments, sharp- 
ly rising debt-servicing requirements will continue to 
be a heavy burden. 


TABLE II-2-1. AFGHANISTAN: 


After some delay, the fourth five-year plan was 
begun in 1973; but, following the emergence of the 
new Government in July 1973, it was decided to 
revise the plan substantially and to proceed in the 
first instance on the basis of annual plans. Special 
attention is being given to a comprehensive review 
of the taxation system and the customs tariff and 
the completion of a cadastral survey, 


Recent economic developments 


Production estimates for the major agricultural 
and industrial products suggest that GDP increased 
by about 4 per cent during the year 1972/73 (end- 
ing 20 March), 


(a) Agricultural production 


With more favourable weather conditions dur- 
ing the latter half of the year, over-all agricultural 
production improved substantially in spite of the 
considerable damage to fruits and livestock activi- 
ties during the past three years. Wheat production, 


SELECTED ECONOMIC INDICATORS 


Percentage ehange over 
previous year 


Government expenditure (in Af million) . 


Current 
Development : 
Government revenue (in Af million) 


Domestic 
Commodity aid : 
Money supply (in Af million) 
General price index” (1961/62 = 100) . 
Exports ($US million) 
Imports ($US million) 
Gross international reserves 


Sources: Co 
IMB, International Financial Statistics, 


“ Preliminary estimates. 
» Annual average, 


1970/71 1971/7 —-1992/730 Be 
1971/72 1972/73 
6,889 7,419 7,745 7.7 44 
5,158 5,504 5,655 6,7 ois 
1,731 1,915 2,090 10,6 9,1 
6,329 6,870) 327 74 6.6 
5,702 5,823 6,027 2.1 3,5 
627 1,047 1,300 67.0 24,2 
7,529 7,843 9,445 4.2 20,4 
264.6 312.5 18.1 
86 97 12.8 — 
Alyy 167 Shy 42,7 . 
45.5 6°.0 58.8 33,2 —3.0 


Ministry of Finance, Ministry of Commerce, Ministry of Planning, Central Statistical Office, 
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drastically reduced by severe droughts in recent 
years, recovered to the 1969/70 level. Although 
this recovery was not sufficient to match the increase 
in domestic demand from population growth, addi- 
tional supplies of foodgrains were obtained from 
abroad through commodity loans. Major industrial 
crops, such as cotton, sugarbeet, sugarcane and oil- 
seeds, however, were still in the process of recovery 
and were expected to exceed 1971/72 production 
levels only moderately. Production of fruits will 
take a longer time to recover from previous drought 
conditions. The same is true of livestock produc- 
tion because of the mass slaughtering that occurred 
in anticipation of feed shortages. However, the re- 
duced pressure on grazing lands may prove bene- 
ficial in the Jong run. 


In 1973, an exceptionally good wheat harvest 
has dramatically changed the grain supply situation 
from one of deficit (requiring the importation of 
500,000 tons in 1972) to one where exports of 
wheat are being contemplated. 


(b) Industrial production 


The decline in agricultural production over 
1970 and 1971 led to a slowdown in major indus- 
trial activities in 1971/72 because of the decline in 
the supply of raw materials and because the fall in 
incomes affected both private and public expendi- 
tures. Ginning and spinning industries were direct- 
ly and chiefly affected by material shortages and 
had to operate at much less than full capacity. 
Lower public and private expenditures had adverse 
repercussions on the cement industry in particular, 
with consequential unfavourable effects on coal pro- 
duction. However, production of textiles and shoes 
increased in spite of the adverse economic condi- 
tions. Improvement in the quality of textile output 
enabled that industry to secure an increased share 
of the domestic market, while the increased output 
of the shoe industry reflected the establishment of 
two new plants. Production of electricity was suc- 
cessfully increased, although there was a need for 
further expansion of distribution networks. Natural 
gas production and exports, although temporarily 
hampered owing to a delay in the expansion of a 
gas-cleaning station, are expected to rise in the next 
few years, with an increase in the capacity of the 
gas refinery. 


(c) External trade and payments 


The over-all export performance for the year 
1972/73 was worse than that in the previous year. 
Export earnings from hides and skins, karakul pelts 
and wool, which had risen sharply in 1971/72 
owing to the enforced heavy rate of slaughtering of 
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animals, are estimated to have declined by 35 per 
cent in 1972/73. The reduction in livestock num- 
bers during the drought years is likely to have con- | 
tinuing serious effects on the export performance of 
this industry in coming years. However, the pre- | 
sent favourable prices for karakul pelts, if continued, © 
will be an offsetting factor. Cotton exports were © 
also well down in the year 1972/73, mainly because © 
of an increase in stocks and low production in © 
1971/72. Exports of dried fruits and nuts showed | 
only a moderate recovery. Natural gas exports re- | 
mained much the same as in 1971/72; pending the | 
expansion of natural gas refinery capacity, any sig- — 
nificant improvement in export performance is un- | 
likely. 


See a a id regio 


Commercial imports increased slightly in | 
1971/72 and again in 1972/73, but remained well © 
below the levels of the late 1960s. Aid-financed 
imports, chiefly in the form of commodity loans, 
were increased in 1971/72 and 1972/73 to relieve 
the foodgrain shortage. The over-all balance of 
payments for 1972/73 showed a deficit of about 
$US 8 million in contrast to a surplus of about $US 
15 million in 1971/72. This result, which reflects 
the poor export performance of 1972/73, would 
have been much worse had it not been for the recent 
debt-servicing relief agreemnt with the USSR which 
provided a net relief of about $US 7 million in 
1972/73. 


——— ee 


The outlook for 1973/74 seems much brighter, | 
Although a further decline in receipts from karakul 
pelts and other livestock products seems likely, in- 
creased export volumes of dried fruits and potatoes » 
and generally higher prices for agricultural products | 
are offsetting factors. In addition, exports of tex- 
tiles have begun and natural gas exports are also 
expected to be greater. As for imports, some tariff 
changes are expected to have a restraining effect, | 
while the marked improvement in domestic produc- | 
tion will obviate the need for commodity aid in 
grains. 


SSE 


(d) Public finance 


The estimates for both revenue and current ex~ 
penditures in 1972/73 allowed for a modest increase | 
over the previous year. By contrast, development. 
expenditures, mainly to finance increasing invest- 
ment in the agricultural sector, were planned to rise 
substantially. The resultant deficit was expected tc 
be covered by counterpart funds from commodity 
aid, thus reducing the reliance on domestic private: 
borrowing. 


In the past, investment in large-scale infra- 
structural projects financed chiefly by foreign aici 
has formed a large part of development expendi- 
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tures. The fourth five-year plan envisages an in- 
crease of about 50 per cent in total public and 
private development expenditures, with some shift 
of emphasis to smaller-sized projects bringing quick- 
er yields. It is planned that a greater proportion 
of the finance will be of domestic origin, but with 
borrowing from the private sector being reduced by 
half. While the mobilization of domestic resources, 
especially for the public sector, has already been a 
difficult task in Afghanistan, designing, following-up 
and implementing the large number of projects in 
the plan is likely to place considerably increased 
strains on the economy’s administrative and plan- 
ning resources. 


(e) Money and prices 


Domestic liquidity expanded considerably in 
1972/73 after a relatively moderate increase in the 
previous two years. Credit to the public sector 
increased mainly because of the general improve- 
ment in the economy and the increased lending 
capacity of the Agricultural Development Bank 
from external credits. The increase in development 
expenditures and the decrease in revenue from the 
Monopolized Food Department resulted in rapid 
expansion of credit to the public sector, in spite of 
the Government’s desire to reduce reliance on the 
commercial banks. The Government’s outstanding 
debt to the commercial banks at the end of January 
1973 was about 9 per cent larger than it had been 
at the same time in 1972. The newly-established 
Industrial Development Bank was designed to extend 
long-term credit to the private sector and was 
expected to accelerate the development of private 
enterprise and, at the same time, help government 
enterprise, especially in the planning of new 
projects. 


Consumer prices have shown a generally rising 
tendency since 1970, mainly because of increases in 
prices of foodstuffs, especially cereals. The general 
index for the year 1970/71 was 27.2 per cent 
higher than that for 1969/70 and rose further by 
18.1 per cent for 1971/72. In the period March- 
September 1972, however, the prices of cereals, 
meat, fruits and vegetables fell sharply, the index 
for that period being 12.7 per cent lower than for 
the same period in 1971. 


Major policy developments 


The fourth five-year plan was released during 
1972/73. The over-all goal was to accelerate 
growth in per capita income by focusing investment 
on quick-yielding projects in both the agricultural 
and the industrial sector. In the agricultural sector, 


the plan emphasized the urgent need to improve 
crop and livestock production by increased use of 
fertilizers and high-yielding seeds, the development 
of local irrigation schemes, the improvement of 
extension services for increasing productivity and 
the expansion of rural credit facilities. In the 
industrial sector, although the plan emphasized the 
promotion of small-scale industries, much of the 
proposed investment was to be on projects with 
large capital requirements and long gestation periods 
carried over from earlier periods. Only 30 per 
cent of total expenditure was to be allocated to new 
projects. Apart from projects directly related to 
production expansion, the plan aimed at the im- 
provement of social services and internal transport 
and communication networks; the strengthening of 
the balance-of-payment position; the generation of 
greater employment opportunities; and the improve- 
ment of the institutional framework of banking and 
finance. 


Of the Af 30,000 million or so for total 
development expenditures until 1976 envisaged by 
the plan, 35.0 per cent was to go to agriculture and 
irrigation, 31.7 per cent to industry, 10.9 per cent 
to social services, 10.3 per cent to private investment 
and the rest to meet transport and communication 
and contingencies. The financial sources for the 
expenditure were to be 43.2 per cent from foreign 
aid, 21.3 per cent from internal revenue surplus, 
19.7 per cent from commodity aid proceeds, 10.3 
per cent from private investment, and the remaining 
5.5 per cent from net government borrowing from 
the banking system. The above details of develop- 
ment expenditure and revenue relate, however, to 
the fourth plan as it initially stood. With the 
emergence of a new Government in July 1973, a 
committee was established to undertake a full-scale 
review of the plan. It has also been authorized to 
undertake a general review of the whole system of 
taxation, and to consider in particular certain taxes 
such as the land tax, animal tax and consumption 
tax. It will also consider what measures are needed 
to expedite the completion of a cadastral survey as 
an essential element in the introduction of land 
reforms. 


Problems and prospects 


In general, the problems facing Afghanistan 
are typical of those faced by many developing 
economies. Prospects depend chiefly on the efforts 
and performance of the Government itself in 
building up a self-sustained economy, although the 
assistance and co-operation of more developed 
economies will remain important in accelerating 
the rate of progress. 
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A primary impediment in implementing deve- 
lopment plans is the low level of revenue. There 
is an urgent need to renovate the whole tax struc- 
ture in order to raise more funds, and the work 
being undertaken in this regard by the committee 
set up to review the fourth development plan is 
thus of particular significance. 


A number of tax changes have already been 
introduced. Effective from 1973, personal income 
tax rates have been increased by 50 per cent, but 
personal exemptions have also been increased to 
reduce the burden of taxation on lower-income 
receivers. Other changes were made in company 
taxes, and several measures introduced to improve 
tax administration. A policy of import selection 
aimed at favouring new and established domestic 
industry is also now being followed. 


Export development is particularly desirable 
because of the expected deterioration in the balance- 
of-payment position in the coming years and because 
of Afghanistan’s continuing problem of servicing 
external debt. Foreign aid, however, will continue 
to be necessary if the development effort is to be 
sustained. To encourage exports, the fixed export 
tax has been abolished and the exchange rate 
system, which acted as an impediment to exports, 
has been modified. 


Out of the total foreign aid of about $US 294 
million in the fourth five-year plan, 35.5 per cent 
is to be provided by the USSR, 19.2 per cent by 
the United States, 18.3 per cent by the United 
Nations and the World Bank, 12.3 per cent by the 
Federal Republic of Germany, 2.9 per cent by 
China, 1.6 per cent by Yugoslavia, 1.5 per cent 
by the Asian Development Bank, 2.2 per cent by 
others, and the remaining 6.5 per cent by future 
arrangements. 


The over-all gross inflow of foreign aid itself 
has been decreasing in recent years, while debt- 
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servicing has been accumulating. Net inflow is in 
fact less than half of gross inflow. This situation 
is expected to deteriorate in the fourth five-year 
plan period, and the estimates show that the 
cumulative net inflow will be only marginally larger 
than one-third of the gross inflow after paying the 
cumulative debt-servicing of about $US 195 million 
in the same period. Although exceptionally favour- 
able loans and debt-relief arrangements have been 
arranged in the recent past, the economy will be 
tied down by increasing debt-servicing needs unless 
significant improvement and growth are attained in 
the fourth five-year plan period. 


AUSTRALIA 


Introduction 


The Federal election of December 1972 led to 
the first change of government in 23 years. By 
then, the economy was already on its way out of 
the recession which had centred on August. 1972. 
There was a substantial pressure of cost inflation, 
arising from wage and salary increases. Externally, 
the balance of payments was buoyant because of a 
large, favourable movement in terms of trade and 
a massive inflow of private capital. 


During the succeeding year, the Government 


appreciated the Australian dollar in relation to the | 


United States dollar on three occasions, to a total 
of 25 per cent, and made a general reduction of 
25 per cent in tariffs on imports. Domestic policies, 


on the other hand, had an expansionary bias. - 


Government expenditure on welfare, education, 
housing and urban services was augmented. Only 


limited use was made of monetary instruments to - 
restrain the growth of aggregate demand. Wage — 


and salary increases were not discouraged. As a 
result, prices continued to rise relatively quickly 
during 1973 and some shortages of goods developed 
towards the end of the year. 


TABLE II-2-2. AUSTRALIA: SELECTED ECONOMIC INDICATORS 


Gross domestic product at current prices ($A million) 


Exports of goods and services ($A million) 
Imports of goods and services ($A million) 
International reserves* ($A million) 
Government current expenditure ($A million) 
Consumer price index? (base 1966/67 = 100) . 


Source: 
.* End of June. 
» April/June quarter. 


Percentage change over 
previous year 


1970/71 1971/72 1972/73 | 
| 1971/72 1972/73 
32,628 36,014 40,763 10.4 TB 
5,052 5,627 6,914 11.4 22.9 
DZS 5,224 5,338 2.0 Jape 
2,309 3,761 4,169 62.9 10.8 
4,231 4,806 5,501 13.6 14.5 
117.2 124.5 13407) 6.2 8.2 


Commonwealth Bureau of Census and Statistics. 


Chapter II. Current Economic Developments and Policies 143 


The main challenges facing the Federal 
Government in 1974 are to restrain upward pressure 
on prices from both the cost and the demand sides; 
to insulate the economy from the slowdown in 
Japanese economic growth and from the effects of 
the restrictions imposed on world oil supply by the 
Middle East countries; and to develop and enunciate 
consistent and politically acceptable policies on 
resource allocation and income distribution. 


Recent economic developments 


(a) Production and expenditure 


The non-farm gross domestic product, mea- 
sured at constant prices, was about 5 per cent higher 
in 1972/73 than in 1971/72. Since the average 
number of persons at work in non-farm industries 
rose by a little under 2.8 per cent, the implicit 
increase in labour productivity was about 2.1 per 
cent. This was a significant improvement on the 
1.4 per cent jmcrease in the previous year. 


The volume of farm production fell by about 
1@ per cent between the two years, mainly as a 
result of unfavourable seasonal conditions. There 
were large decreases in the production of wool, 
lamb and mutton, and most major agricultural crops, 
especially wheat. On the other hand, the output of 
beef and veal rose by about 23 per cent. The 
decreases in quantities were much more than offset 
by rises in the prices of rural products, gross farm 
product at current prices increasing by almost 40 
_ per cent. Towards the end of 1973, there were 
indications that the 1973/74 wheat crop would be 
almost twice as large as that of 1972/73, and that 
total farm income would increase by about a half. 


Between 1971/72 and 1972/73, the gross 
domestic expenditure at constant prices rose by 
about 3.7 per cent, which was three times as fast 
as in the previous year. The increase was due to 
private consumption expenditure and government 
current expenditure: fixed capital expenditure, in 
both the private and the government sector, actually 
fell when measured at constant prices, despite an 
increase of about 9.5 per cent in private dwelling 
construction. 


The increase in consumption expenditure would 
have been even greater if the household sector’s 
propensity to consume had not continued its down- 
ward trend from the level of the 1960s. In 1970/71 
and 1971/72, private consumption expenditure had 
been about 88 per cent of household disposable 
income. In 1972/73, it was 85 per cent. The 
reluctance to spend was accompanied by a further 
substantial increase in the liquidity of the private 


sector, with bank deposits rising nearly twice as 
rapidly as gross domestic product at current prices. 


The failure of consumer expenditure to keep 
pace with consumer incomes was probably due 
mainly to three factors: inertial adherence to the 
real expenditure levels of earlier years; uncertainty 
as to whether there would be a return to the 
relatively high unemployment of mid-1972; and 
simple money illusion. These factors seemed likely 
to be reinforced by the shortages of manufactured 
goods that developed in the second half of 1973. 


(d) External trade and payments 


Between 1971/72 and 1972/73, Australian 
merchandise exports and imports both increased in 
volume by about 5 per cent. In current value 
terms, exports increased by 27 per cent, while 
imports were virtually unchanged from the 1971/72 
level. The main contributors to the increase in 
export income were wool (whose value rose by 99 
per cent), beef and veal (68 per cent), iron ore 
(17 per cent), motor vehicles (40 per cent) and 
sugar (19 per cent). On the other hand, the value 
of wheat exports fell by 34 per cent. 


As a result of the favourable shift in the terms 
of trade, the estimated surplus on merchandise trade 
increased from $A 938 million in 1971/72 to $A 
2,206 million in 1972/73. There were signs of 
some narrowing of the gap in the first four months 
of 1973/74, with exports‘ and imports exceeding 
their value of a year earlier by 22 per cent and 34 
per cent respectively. 


The long-standing trend towards greater trading 
relations with Japan continued. Exports to Japan 
rose from 28 per cent of the Australian total in 
1971/72 to 31 per cent in 1972/73. The Japanese 
share in Australian imports increased from 16 to 18 
per cent, while the shares of the United States and 
the United Kingdom fell further to 21 per cent and 
19 per cent respectively. 


Net debits for invisible items (including income 
transfers and undistributed company profits) rose 
from about $A 1,350 million to $A 1,520 million, 
but fell as a proportion of merchandise exports from 
29 per cent to about 25 per cent. On preliminary 
estimates, the current account surplus for 1972/73 
was $A 680 million, or nearly two-thirds larger than 
in 1971/72. 


The apparent net capital inflow in 1971/72 
had been about $A 1,860 million. As a result of 
substantial appreciations in the exchange value of 
the Australian dollar, and of official measures to 
discourage borrowing overseas and to make it 
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easier for Australians to invest abroad, the apparent 
net inflow fell to about $A 300 million in 1972/73. 


The international reserves held by official 
institutions and the banking system increased during 
the year by 15 per cent, to $A 4,325 million. 
However, the trend was generally downwards after 
January 1973, and, by the end of September, the 
reserves had declined to $A 4,101 million, or the 
equivalent of a little less than 12 months’ mer- 
chandise imports. 


(c) Public finance 


The federal budget for 1973/74, which was 
presented on 21 August, provided for a deficit of 
$A 681 million, which was slightly smaller than the 
deficit actually incurred in the previous financial 
year. Receipts were budgeted to rise by 20.6 per 
cent, and outlay by 18.9 per cent. Although no 
change was proposed in personal income tax rates, 
the revenue from this source was expected to in- 
crease by 26 per cent, largely through the operation 
of the progressive rates schedule in a period of in- 
flation. ‘There were increases in indirect taxation, 
notably on tobacco, spirits and petrol. Neverthe- 
less, the proportion of federal revenue coming from 
indirect taxes was expected to decline further to 30 
per cent in 1973/74. It had been 40 per cent in 
1963/64. 


It was clear that the budget was not designed 
to reduce the rate of inflation. Indeed, the budget 
estimate of income tax revenue was explicitly based 
on the assumption of a 13 per cent growth in the 
average weekly earnings of employees, a rate of 
increase considerably greater than the 9 per cent 
that had been experienced between 1971/72 and 
1972/73. 


(d) Prices and wages 


Over the 12 months to the September quarter 
of 1973, the consumer price index rose by 11.6 
per cent. This represented a doubling of the rate 
of inflation as compared with the corresponding 
period a year earlier. Much of the acceleration 
was caused by a rise of about 18 per cent in food 
prices, which had previously been one of the more 
stable components of the index. The increase in 
the other components averaged about 7.5 per cent. 


There was also an accelerated rise in wage 
rates and employee earnings. The share of wages 
and salaries in the gross domestic product at factor 
cost had increased sharpiy between 1969/70 and 
1971/72. It remained unusually high in 1972/73 
at 61.5 per cent. 
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Although excess demand emerged as an im- 
portant influence in the second half of 1973, the © 
main impetus for price increases until the middle 
of the year seemed to come from the rise in labour 
costs. Exports prices were a contributing factor: © 
the official export price index rose by more than © 
30 per cent between the middle of 1972 and the — 
middle of 1973. On the other hand, the Reserve | 
Bank import price index fell over the same period © 
by about 4 per cent, mainly as a consequence of — 
exchange rate appreciations in December 1972 and — 
February 1973. 


The acceleration of cost-push inflation during 
1972/73 was largely independent of decisions by 
the national wage tribunal. In a judgement de- 
livered in December 1972, the Commonwealth 
Arbitration Commission declined to grant a second 
national increase in one year, and adjourned the © 
unions’ claims until March 1973. At the same time, 
however, the Commission decided that the principle ~ 
that women should receive the same pay as men 
for work of equal value (in terms of skill, laborious- | 
ness and similar factors) would be implemented in — 
three annual instalments. ; 


In succeeding months, very substantial wage 
and salary increases were obtained through other 
avenues by particular groups, including bank officers, 
transport workers, federal government employees 
and members of the Federal Parliament. The 
Arbitration Commission was therefore subject to 
some criticism when, in May 1973, it awarded 
a national wage increase of only 2 per cent plus” 
$A 2.50, which was equivalent to about 5.5 per cent 
on the average of prescribed minimum wage rates 
for adult males. There was more general agree- 
ment with the Commission’s decision to increase 
the national minimum wage rate for adult males by 
about 17.5 per cent. 


(e) Population and employment 


The bargaining position of trade unions gained 
strength during 1973 from the growing shortage of 
labour. Unemployment, measured on a seasonally 
adjusted basis, had reached a peak of 2.5 per cent 
of the labour force in August 1972. A year later, 
it had declined to 1.6 per cent and was still falling. 


Total civilian employment increased by 4.1 
per cent over the 12 months to August 1973. This 
was made up of rises of 4.4 per cent in private: 
employment and 3.0 per cent in government 
employment. The largest increases were in hotels: 
and personal service (8 per cent), retail trade (7 
per cent), education (7 per cent) and health (© 
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per cent). Employment in manufacturing grew by 
3.0 per cent, and in building and construction by 
only 1.4 per cent. 


Major policy developments 


(a) Exchange rate, tariffs and capital 
movements 


The first major steps to reduce the private 
capital inflow were taken in September 1972, when 
the Federal Government abolished the previous 
restrictions on the freedom of foreign-owned com- 
panies to borrow in Australia; effectively prohibited 
most borrowing outside Australia for fixed or 
optional terms of two years or less; introduced con- 
trols on foreign take-overs of Australian businesses; 
and eased the restrictions on portfolio investment 
abroad by Australian residents. 


One of the first actions of the new Government, 
in December 1972, was to appreciate the Australian 
dollar against the United States dollar by an effective 
7.05 per cent. 


The December 1972 revaluation was accom- 
panied by a strengthening of the measures to reduce 
the capital inflow, including a requirement that 
one-quarter of the proceeds of large external borrow- 
ings, with a maturity in excess of two years, be 
placed in a non-interest-bearing deposit with the 
Reserve Bank until the loan was repaid. In 
February 1973, the restrictions on borrowing abroad 
were extended to indirect forms of borrowing and 
transactions having a similar effect on capital inflow. 
The deposit required on borrowings for more than 
two years was subsequently, in October 1973, raised 
to one-third. 


In February 1973, as a result of the devalua- 
tion of the United States dollar, the exchange rate 
was moved to $A 1=$US 1.4167. Thus, the 
effective appreciation against the United States 
dollar during the year 1972/73 was about 19 per 
cent. However, account should be taken of the 
floating of other currencies during this period. Ex- 
pressed in terms of a trade-weighted average of the 
currencies of Australia’s main trading partners, the 
Australian dollar appreciated during the year by a 
little less than 10 per cent. 


In September, a further 5 per cent appreciation 
of the exchange rate was announced, bringing the 
rate on the United States dollar to $A 1=$US 
1.4875. In November, with the strengthening of 
the United States dollar, the Australian dollar 
automatically rose further in relation to the cur- 
tencies of most of Australia’s trading partners. 


In July 1973, partly in an effort to reduce the 
need for a restrictive budget for 1973/74, the 


Federal Government reduced all import tariffs by 
25 per cent. 


(b) Monetary policies 


The statutory reserve deposit ratio ‘or the 
trading banks, which had been reduced to 6.6 per 
cent in November 1972, was raised twice in April 
and twice in August 1973, reaching 9.0 per cent 
at the end of the latter month. The interest rates 
on fixed deposits with the trading banks were raised 
in August and again in September 1973, and there 
were also increases in overdraft rates and in savings 
bank borrowing and lending rates. The interest 
rate changes followed, rather than led free market 
rates and yields, and official interest rates generally 
were still low for a situation in which the value of 
money was decreasing at a rate of more than 10 
per cent annum. Liquidity remained high, with the 
volume of money in September 1973 some 26 per 
cent greater than a year earlier, although some later 
reduction was expected as a result of the budget 
decision to require companies to pay their profits 
tax in quarterly instalments. 


(c) Prices and incomes policy 


The Federal Government was inclined to rely 
more on direct discouragement of price increases, 
without at the same time attempting to restrain the 
growth of money incomes. In March 1973, legisla- 
tion was passed to establish a standing committee 
of both houses of the Federal Parliament to inquire 
into complaints against prices charged by private 
industry, movements of prices in particular sectors 
of private industry, and any other matters referred 
to it by either house. In August, under further 
legislation passed in May, a Prices Justification 
Tribunal began hearing arguments from large enter- 
prises in support of proposed price increases. A 
conference of the Prime Minister and the state 
Premiers, held in May to consider co-ordinated 
action against inflation, agreed to sef up committees 
of officials for this purpose. Referenda, which 
were conducted on 8 December to give the Federal 
Parliament power under the Constitution to control 
incomes and prices, were defeated in all six States 
despite survey evidence that the electorate saw 
inflation as by far the most urgent field for govern- 
ment action. ; 


(d) Allocation of resources 


The new Government made a number of 
changes designed at least partly to increase the 
efficiency of resource allocation. In addition to the 
general tariff reduction in July 1973, a decision was 
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made in November to reduce Substantially the 
protective tariffs on imported electronic appliances 
and components. The 1973/74 budget provided 
for (i) a decrease in direct financial assistance to 
rural industry, (ii) the removal of various income 
tax concessions that had been enjoyed by manufac- 
turing, rural and mining industries and life assurance 
companies, and (iii) raising the standard tax rate 
on private companies to the same level as for public 
companies, 


In January 1973, export control, which had 
previously applied to a limited range of mineral 
items, was extended to cover all minerals, whether 
in raw or semi-processed form. Earlier in the month 
the Government had announced that it would estab- 
lish a national pipeline authority to plan, construct 
and operate a pipeline system for natural gas. In 
April, notice was given of the intention to set up 
a national petroleum and minerals authority, with 
responsibility for petroleum exploration, production, 
transportation and refining. The uncertainty result- 
ing from these policy statements had an effect on 
private activity in the minerals and energy fields. 


(e) Distribution and welfare 


In January 1973, the new Government decided 
to standardize the rates of social security pensions 
and. unemployment and sickness benefits at the 
existing highest levels, and to increase them further 
by SA 1.50 per week. This brought the age pen- 
sion for a single person to $A 21.50 per week. 
Another increase of $A 1.50 was granted in the 
budget of August 1973, and a similar rise was 
promised for about six months later. The budget 
increase made the single pension equal to about 21 
per cent of average male earnings, but there was 
doubt whether the programme adopted would 
achieve the stated target ratio of 25 per cent while 
inflation continued at its present pace. The budget 
also abolished the means test for pensioners aged 
75 and over and, at the same time, made pensions 
subject to income tax where the recipient’s total 
income brought him above the taxable threshold. 


Various legislative steps were taken during 
1973 to reduce the scope for income tax avoidance. 


Action on other parts of the Government's 
distributional programme was delayed by public 
criticism of some of the proposals, and by the 
Government’s lack of a majority in the federal 
Senate. A bill to provide greater freedom and 
protection for trade unions was defeated in the 
Senate, and consideration there of a bill to widen 
and strengthen the law against restrictive trade 
practices was deferred until 1974. A compromise 
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was reached in December 1973 on a proposal to 
replace the per capita grants for private schools 
with a very much larger total of federal grants, 
assessed on a needs basis, for both private and state 
government schools. In the same month, the Senate 
rejected a proposal to replace the system of private, 
voluntary health insurance, supported by a govern- 
ment subsidy, with a compulsory national health 
insurance scheme funded by an additional 1.35 per 
tax on personal incomes. 


A large number of commissions and committees 
of inquiry was set up during 1973. They included 
bodies to make recommendations for a national 
superannuation scheme and for a scheme of com- 
pensation for injuries. Inquiries into poverty and 
taxation, which had been initiated in 1972 by the 
previous Government, were continued. 


Problems and prospects 


The most pressing problem facing the Austra- - 
lian economy for 1974 was inflation. The shortages — 
of some manufactured goods, which become evident - 
in the later months of 1973, seemed likely to 
worsen. Since the causes of inflation were to be 
found both in labour costs and in consumer and 
government expenditure, a comprehensive set of 
measures was required. There was a need for the 
Government to indicate to trade unions, employers ~ 
and industrial tribunals what was a tolerable rate of 
increase in money incomes; to limit its own ex- — 
penditure; and to restrain that of the private sector 
by fiscal and monetary measures. ; 


Much of the union pressure for higher wages 
and salaries, and the associated industrial unrest, 
arose from the desire of each employee group to 
maintain its share of the national income in the © 
face of increases gained by other groups. Automa- 
tic adjustments cf rates of pay, in step with the 
quarterly movements in the consumer price index, 
might reduce this cause of militancy and enable the 
argument in national wage cases and in sectional 
negotiations to concentrate on the sharing of pro- 
ductivity gains. There were indications, late in 
1973, that the Federal Government favoured auto- 
matic cost-of-living adjustments; but there was 
little indication that it was prepared to provide the © 
guidelines and apply the disciplines that would 
enable a system of automatic adjustmeats to be 
adopted without its endlessly reinforcing inflation. — 
The Government’s stated preference was for simple 
control of prices. 


At the end of 1973, the Australian economy © 
faced the need to adjust itself to the slower rate of 
growth of its most important customer, Japan, and 
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to the dampening of world economic activity and 
trade that seemed likely to follow if petroleum 
shortages persist. While Australian crude oil pro- 
duction still fell short of meeting domestic demand, 


especially for fuel oils and lubricants, the greater 


ee a a 


—- 


threat to Australian prosperity came from the 


prospect of a reduction in shipping capacity and a 
general decline in export markets. 
that the situation might call for substantial price 


It appeared 


adjustments to match expenditure to the supplies of 
goods available from domestic and foreign sources. 


BANGLADESH 


Introduction 


In July 1972, Bangladesh launched its first 
annual development plan for the fiscal year 
1972/73 and the second annual development plan 
from 1 July 1973. This is part of the first five- 
year plan, covering the period 1 July 1973 to 30 
June 1978. Despite these attempts to plan for 
reconstruction and development, the economy con- 
tinues to suffer from dislocations and disruptions as 
a result of the political upheaval and war during 
much of 1971. Levels of production are still much 
below those of 1969/70, the most recent “normal” 
year, The economy continues to be plagued by 
supply bottlenecks, disrupted transport and_ inter- 


* The fiseal year in Bangladesh is 1 July to 30 June, 


TABLE Il-2-3. BANGLADESH: 


Gross domestic product . 

Per capita income a 
Rice production (thousand tons) 
Jute production (thousand bales) 
Jute goods (thousand tons) . 
Cost of living 


Exports 


Money supply (million takas) 


Cost of living 
Price of rice. 
Money supply 
Bank credit. . . 


Government securities held by the banking system 
Dee eS 
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rupted power supply. The rate of inflation con- 
tinues to be high. 


1972/73 is the first complete fiscal year since 
the establishment of Bangladesh. Economic per- 
formance during this year will be compared with 
1969/70 as the political turmoil and economic dis- 
location in 1970/71 and 1971/72 make data for 
these years unsuitable as a basis of comparison.? 


In 1972/73, GDP was 9 per cent below that 
in 1969/70. The corresponding decline in per 
capita GDP was of the order of 14 per cent. There 
was a sharp fall in both industrial and agricultural 
output. Prices increased rapidly. While much of 
the rise was caused by reduced output and supplies, 
the rapid increase in money supply was also respon- 
sible. Much of the cause of the increased money 
supply was deficit financing by the Government and 
the very high rate of borrowing by the nationalized 
industries, partly to finance losses. 


The rate of investment has been very low, 
particularly in the private sector. Although no 
reliable estimates are available it seems likely that 
the rate of domestic saving has been very low, 
whereas in the late 1960s the domestic saving rate 
was around 8 per cent of GDP. 


2? Many of the following figures are preliminary estimates. 
tistics given in this report should be used with caution. 


Sta- 
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Estimated 
percentage 
change in 
1972/73 over 
1969/70 


1969/70 1971/72 1972/738 


+-88 
(approx,) 

—-30 
(approx.) 
7,100" -+-93° 


Percentage change beiween 
June 1972 and June 1973 


454 
+40 
439 
45 
+106 


Sources: Bangladesh Bureau of Statistics, Monthly Bulletin, June 1973, and Statistical Digest of 
Bangladesh, No. 7; Bangladesh Bank, Weekly Bulletin, various issues; Estimates by 
Ministry of Agriculture and Bureau of Statistics; Aaaual Development Plan, 1973/74, 


® Bstimate, 
» End-March, : 
© June 1970 = March 1973. 
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et 


Recent economic developments 
a) Gross domestic product 


Table U-2-4 shows estimates of GDP at con- 
stant 1969/70 prices for 1969/70 and 1972/73, 
Aggregate GDP in 1972/73 was about 9 per cent 
below the 1969/70 level while GDP per capite 
declined by 14 per cent over the same period. 
Between 1969/70 and 1972/73, underutilized 
capacity has increased considerably, Declines in 
agricultural and industrial output, 14 and 23 per 
cent respectively, have been much sharper than in 
GDP as a whole, Much of the stability in the 
services output is explained by the expansion of 
pudlic administration and defence arising from the 
setting up of the independent national government. 


TABLE T-2-4. Banotapssa: GDP aNd rts 
COMPONENTS 


{in million takas at 1969/70 prices) 


nem SR aan "Soy 


at 2equa 
Agrkaltare . B70 aS 11480 43.0 
Jadasry 270) 95 ZIG Ne | 
Orher . . BS 44.7 179 Sa) 


eee 


2A215 =: 10RD 26710 = 100.0 


Bey ae ere 


Some: Recent Planning Commision estimates published 
in the Momphty Budlene of the Bangladesh Berean af 


Srawsres, Ane 1973, 


(>) Agriculiurel production 


Bangladesh agriculture is dominated by rice 
production which, in an average year, accounts for 
nearly half the value added in agriculture. The 
aman Tice crop, harvested in kate autumn, usually 
contributes about 6Q per cent of total output. 
Largely because of drought and to a lesser extent 
to lack of irrigation and the inadequate system of 
distribution of imputs such as improved seed and 
fertilizer, the @man crop of 1972 failed substantially. 
The subsequent bere rice crop, based on winter 
irrigation, also failed to reach the planned target of 
2.56 million tons, mainly because of poor organiza- 
tion of the pump irrigation programme and the 
shortage of other inputs. Preliminary estimates for 
the @us or summer rice crop of 1973 pat output at 
2.6 million tons which roughly equals the target 
envisaged in the annual development plan. 


Domestic production of foodgrains (including 
an estimated 90,000 thousand tons of wheat) was 
about 104 million tons in 1972/73 as 
with the average of 11.8 million tons im late 1960s. 
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Per capita supply declined more drastically, however, 
as a result of population growth, from 17 oz per day 
in the late 1960s to 15.3 oz per day in 1972/73. 
For a very significant proportion of the population, 
this must have meant a drastic reduction in caloric 
intake and consequent widespread malnutrition. 


tion occurred despite greatly increased grain im- 
ports: from an annual average of 1.2 million tons 
in the late 1960s to more than 2.5 million tons n 
1972/73, About half of the imports, mostly 


wheat, had to be paid for from foreign exchange 


the year, this meant a heavy drain on resources. 
Nearly 40 per cent of the foreign exchange earnings 
from exports were spent in buying foodgrains from 
abroad. 


The serious rice shortage led to a sharp increase 
in price and to a shift of land out of jute into rice 
production. As a result, jute acreage fell sharply 
and 1973 output is estimated to be 17 per cent 
lower than the annual average output im the late 
1960s, As jute is the country’s main export, 


Output estimates of other crops are not yet 
available, but it seems that they will be signi 
reduced, although not perhaps as much as in the 
case of rice and jute. 


(c) Manufacturing 


In the late 1960s, value added in manufactur- 
ing industries amounted to about 10 per cent of 
GDP and over a third of this was generated nn 
traditional cottage and small-scale activities. In 
March 1972, the Government nationalized three 
major large-scale imdustries: jute textiles, cotton 
textiles and sugar. The Government also took over 


During the 1972/73 fiscal year, production in 
most industries declined sharply as compared with 
the most recent “normal” year, 1969/70. The 
Sive increase in fertilizer output, from 95,000 to 
211,000 tons, was due to the coming into produc- 
tion of the 360,000 ton capacity urea plant at 
The increase im steel output from 39,000 to 67,000 
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tons was due to the better utilization of the country’s 
only steel mill at Chittagong. 


Perhaps most disappointing was the perform- 
ance of jute textiles which employs nearly 40 per 
cent of the labour force in organized industries. 
Output in 1972/73 was 23 per cent below that in 
1969/70. Morever, there was no discernible in- 
dication of recovery during the year. Output per 
worker declined by about a fifth as compared with 
that achieved in the late 1960s. Another important 
problem faced by the industry was the reduction in 
the export subsidy. Previously, exports of pro- 
cessed jute were encouraged vis-a-vis exports of raw 
jute through differential exchange rates. After 
independence, this export bonus scheme was 
abolished and the taka was devalued. As a result, 
the domestic price of raw jute rose relative to jute 
products. The processing industry suffered serious 
losses as a result. 


Other export-oriented industries, e.g. paper, 
newsprint and matches, have suffered similarly from 
a reduction in effective protection and a decline in 
labour productivity. The result has been low or 
negative profits and reduced output. 


In large-scale cotton textiles, recovery was im- 
pressive in cloth weaving, although rather dis- 
appointing in yarn spinning. Large-scale cloth 
production has traditionally supplied only about 12 
per cent of total consumption of cotton cloth in 
Bangladesh. Of much greater importance is yarn 
output which, together with imported yarn, deter- 
mines the output level of the handloom industry. 


No direct information is available about the 
performance of cottage and small-scale industries, 
but indirect evidence suggests a significant reduction 
in the level of output. This is particularly true of 
the handloom industry, the biggest cottage activity, 
in which output is probably not much more than 
half of its normal level. 


The causes of declining industrial production 
and efficiency need careful study, but a number of 
factors stand out. The exodus of Pakistani mana- 
gers has resulted in a serious shortage of manage- 
ment expertise; output per worker has declined in 
all industries, while wages and other costs have 
risen considerably; and exports of manufactured 
goods were adversely affected by the abolition of 
the export bonus scheme. (Under this scheme, the 
exchange rates for these goods had been much 
lower than the new exchange rate introduced when 
the taka was devalued by 67 per cent.) 


Other problems have been transport bottle- 
necks, the organization structure of the nationalized 


industries, serious power breakdowns in the western 
half of the country in early 1973 and inflexibility 
in the system of import controls when traditional 
sources of raw materials supply for most industries 
needed to be replaced by new ones. 


(d) External trade and payments 


Exports during the year 1972/73 have been 
close to Tk 3,000 million of which merchandise 
exports are estimated to have been about Tk 2,650 
million. This was nearly 30 per cent lower than 
in 1969/70. Raw and manufactured jute accounted 
for about Tk 2,350 million, or 90 per cent of the 
earnings from merchandise exports. Available im- 
port statistics suffer from serious under-coverage 
owing to the breakdown of the statistical system so 
that it is difficult to distinguish aid disbursements 
from the estimated trade deficit. The revised budget 
estimates the disbursement of foreign. aid for the 
fiscal year 1972/73 at Tk 3,183 million, This 
figure is the estimate of counterpart resources 
generated by aid and is based on the valuation of 
food aid at the net subsidized sale price. Had these 
been valued at the c.if. price, the value of total 
aid disbursement would have been considerably 
higher. 


(e) Public finance 


The recurrent budget for 1972/73 estimated 
revenue at Tk 2,854 million and expenditure at Tk 
2,184 million. The surplus of Tk 670 million was 
to be used for development expenditure. However, 
the substantial shortfall in receipts from customs 
and excise duties, sales tax and income tax on the 
one hand, and higher than estimated recurrent ex- 
penditures on the other, resulted in a reduction in 
the surplus to Tk 173 million and necessitated sub- 
stantial government borrowing from the banking 
system. ‘There was also a serious shortfall in non- 
tax revenue largely owing to the failure of the na- 
tionalized industries to generate target surpluses. 
The surplus did not take into account certain items 
of expenditure, such as the loss on state trading in 
food and losses sustained by the nationalized in- 
dustries which were financed by bank borrowing. 
Had these been included, the recurrent budget for 
1972/73 would have shown a net deficit. 


The recurrent budget for 1973/74 provides 
for a rise of 31 per cent in expenditure to Tk 2,953 
million, the principal increases being in civil ad- 
ministration, defence, education and health. Re- 
venue is planned to increase by 70 per cent to Tk 
4,113 million, mainly from indirect taxes and 
surpluses from the nationalized corporations. The 
revenue surplus is estimated at Tk 1,160 million, 
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eS 


and this is to be used to finance part of the develop- 
ment budget expenditure. 


Revised estimates of development expenditure 
in 1972/73 show that this fell substantially short 
of original estimate: Tk 3,029 million as against 
Tk 5,010 million. In 1973/74, total expenditure 
is planned at Tk 5,254 million, with agriculture, 
industry, power, transport and communications 
accounting for about two-thirds. 


(f) Money supply and prices 


Although no accurate index of general prices is 
available, estimates of the cost of living in four 
cities indicate that the price level (including the 
price of rice) increased by about 100 per cent 
between 1969/70 and June 1973. 


While interruption of supplies, both domestic 
and imported, contributed to the increase in the 
prices of specific goods, the major impetus to the 
price increase was the increased liquidity. Table 
IJ-2-5 summarizes key monetary statistics. By 
early July 1973, money supply had increased by 
nearly 40 per cent over that of a year before and 
by nearly 90 per cent since independence eighteen 
months before. The main causes of monetary ex- 
pansion have been: (i) high rate of government 
borrowing from the banking system, (ii) high rate 
of bank borrowing by the nationalized industries 
(partly to finance losses) and (iii) the need to 
finance a build-up of foreign exchange reserves 
from nil at the time of independence to about Tk 
1,200 million in early July 1973 (half of this being 
borrowed from IMF and other agencies). In 
future, the first two factors will probably continue 
to cause a significant increase in money supply, 
and the position will become more difficult once 


TABLE 1-2-5. 
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private investment picks up and generates a higher 
demand for credit. 


Major policy developments 


Most important institutional changes were made 
in manufacturing industries. Subsequent to the 
1972 nationalization measures discussed above, twa 
major policies were announced in 1973. In 
January 1973, the Government announced its indus- 
trial policy under which private investment will be 
permitted in enterprises requiring a capitalization of 
no more than Tk 2.5 million. These enterprises 
will be allowed to grow to Tk 3.5 million from re- 
invested profits. Private foreign investment will be 
permitted only in participation with the Government 
whose share in the equity will be limited to licences 
and patents. 


The response of the private investors to this 
policy was hardly encouraging. However, the Five- 
Year Industrial Investment Schedule for the private 
sector, published in late August 1973, provided 
additional incentives in the form of a five-year tax 
holiday, rebate on and deferment of customs duty 
on imported machinery, grace period for repayment 
of loans, etc. 


Little institutional change occurred in agricul- 
ture. The land reform programme reintroduced the 
33.3 acre ceiling on family holdings which had been 
adopted in 1950 but had been later replaced. 
Development plans have been heavily committed to 
rapid agricultural growth, with an emphasis on a 
package inputs programme backed by credit at low 
rates of interest. However, subsidies on such inputs 
as fertilizer and pesticides have been substantially 
reduced on the ground that the very high profitability 


MONETARY STATISTICS 


(in million takas) 


Money supply 
Time deposit 
Bank credit . 


Schedule bank pols be government 
securities 


Bangladesh Bank GB) hong a8 govern- 


ment securities 


Government borrowing a B. B. re govern- 
ment deposits . 


B.B. holding of gold and cs pes cere 


Source: 


Percentage 
increase 


17 December 30 June 6 July between 

1971 1972 1973, | 30 June 1972 
and 

6 July 1973 
3,880 5,236 7,254 39 
1,585 2,135 3,166 48 
3,883 4,266 6,176 45 
233 283 1,100 289 
nil 646 814 26 
70 154 441 186 
nil 1,105 1,219 10 


Bangladesh Bank, Weekly Bulletin, various issues. 
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(due both to higher yields and recent rise in prices) 
makes it unnecessary to keep these inputs under- 
priced. 


The Government decided to provide selective 
subsidies rather than make a straightforward adjust- 
ment in the rate of exchange. Tea was given an 
export subsidy of about 25 per cent in 1972. In 
1973, subsidies were also given to certain non- 
traditional items. Since independence, jute textiles 
have been exported at a loss by their publicly-owned 
producers and an export subsidy is understood to be 
under consideration. To control the high demand 
for imports, the existing licensing system was con- 
tinued. 


Problems and prospects 


The annual plan for 1973/74 envisages a 
modest outlay of Tk 6,750 million, of which the 
public sector outlay would be Tk 5,254 million. 
Excluding non-investment components of develop- 
ment expenditure, these figures probably indicate a 
rate of gross investment of about 11 per cent and 
a rate of gross public investment of under 9 per cent 
of GDP at current prices. It is questionable, 
however, whether these targets will be achieved, 
although, so far as private investment is concerned, 
it is too early to judge the effects of the incentive 
measures announced in August 1973. It is pro- 
posed to finance over two-thirds of the public sector 
development outlay from foreign aid and to keep 
deficit financing down to a nominal Tk 186 million, 
or less than 4 per cent of the public sector develop- 
ment expenditure. The remaining 30 per cent is to 
be financed from revenue surplus, capital receipts 
and domestic borrowing. 


The raising of these last three items, however, 
is uncertain. It is assumed that a surplus of about 
Tk 445 million will be received from the nationaliz- 
ed enterprises. This would require a sharp increase 
in the level of efficiency and profitability in these 
industries. Of special importance is the need to 
provide adequate incentives for public export indus- 
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tries, such as jute, paper and newsprint, either 
through a direct exchange rate adjustment or 
through subsidies. 


The budget sets a target for the mobilization of 
small private savings in the form of saving certi- 
ficates and development bonds that is several times 
higher than the previous peak. However, the pre- 
sent rate of interest on deposits, ranging between 4 
and 7 per cent, is lower than the rate of inflation. 
Furthermore, the budget makes no provision for 
“food subsidy”, i.e. the loss sustained from state 
trading in foodgrains. This subsidy, even after the 
recent rise in the distribution prices, will probably 
be above Tk 350 million. The outlook for 1973/74, 
therefore, is for a larger deficit than planned. 


The failure of the 1973 jute crop has jeopardiz- 
ed the export target for 1973/74, even though the 
year opened with high stocks of raw jute. On the 
other hand, foodgrain production is likely to be 
much better than in the last two years. The mid- 
summer rice (aus) crop of 1973 has been good and 
it seems likely that the big autumn rice (aman) . 
harvest will approach the target figure of 7.3 
million tons. With an improved internal procure- 
ment programme, it should be possible to keep im- 
ports down to 1.5 million tons during the calendar 
year 1974, as compared with over 2.5 million tons 
during each of the two preceding years. 


BRITISH SOLOMON ISLANDS 
Introduction 


The performance of the country’s economy in 
1972 was rather disappointing on the whole. 
Agricultural production was badly affected by a 
series of hurricanes in the early part of the year; 
in consequence, production and exports of the two 
main commodities, copra and timber, were much 
reduced. Unfavourable export prices for these 
commodities further reduced their export earnings. 
However, substantially increased earnings from the 
newly established fishing industry were sufficient to 
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(in million Australian dollars) 


Percentage increase over 
previous year 


1970 1971 1972 1973 
1970 1971 1972 
Gross domestic product (monetary 
sector — current market prices) 15.8 16.9 — — 17.0 7.0 zie 
Subsistence sector shat: Ge Oe —_— — a) oS = 
Total GDP C Na $A) . > hye — — a P wu 
Ecol geal a . “ee 7.11 9127 10.83 — 9.9 30.3 16.8 
Imports. 10.02 13.86 14.14 — 17.3 38.3 2.0 
Retail ab (1970 4th | varter 
Bere px ( ‘ 100 106.8 108.1 108.6 — 6.8 12 


Source: Statistical Office, Honiara, British Solomon Islands. 
Indices are for fourth quarter 1970-1972 and second quarter 1973. 


» Local consumption pattern. 
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bring total receipts from domestic exports to 
slightly below those of 1971. Imports were some- 
what above those of 1971, but the trade deficit fell 
because of the large increase in the value of re- 
exports. Hurricane damage also affected output of 
other minor export commodities, but good progress 
was made with some new ventures, especially the 
establishment of an oil palm industry. 


The rise in retail prices, which had been nearly 
7 per cent in 1971, was only 1.2 per cent in 1972, 
and this relative stability continued into 1973. A 
major review of the sixth development plan was 
undertaken in 1973, and some revisions of original 
targets were introduced. Work currently proceeds 
on the seventh development plan which is scheduled 
to begin in 1975. 


Recent economic developments 


(a) Output and production 


Estimates of gross domestic product are not yet 
available for years beyond 1971. In that year, 
GDP at current prices rose by 7.0 per cent for the 
monetary sector and by about 8.3 per cent for the 
subsistence sector. Product per capita increased by 
4.5 per cent. Given a rise in prices of 6.8 per cent 
(local consumption pattern), it seems that, in real 
terms, there was very little growth in GDP and that 
per capita GDP probably fell. 


In 1972, agricultural production was severely 
affected by several hurricanes. Copra output fell by 
over 23 per cent to 20,823 tons compared with 
25,731 tons in 1971, although this decline in output 
was also caused by continued low export prices and 
internal transport difficulties. Hurricane damage 
combined with marketing difficulties and low prices 
in Japan to reduce log production by over 7 per 
cent to 8,414,000 cu ft compared with 9,014,000 
cu ftin 1971. Hurricane damage also affected out- 
put of other crops, such as cocoa and rice. 


The further development of the tuna fishing 
industry during 1972 helped offset these disappoint- 
ments. A survey of fisheries .esources was com- 
pleted by a Japanese company during the year, and 
a joint agreement between the company and the 
Government covering skipjack fishing was signed 
at the end of 1972. It is expected that this com- 
pany, which will operate a fishing fleet, shore 
freezers and a canning plant, will eventually provide 
employment for 1,000 Solomon Islanders. A 7 per 
cent export duty on skipjack was introduced on 1 
January 1973 and this duty will rise to 10 per cent 
by 1976. 
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Further progress was made during the year 
with the establishment of a beef cattle industry and 
an oil palm industry. For the latter, some difficul- 
ties were experienced during the year with problems 
of land tenure and compensation for owners and 
with the acquisition of suitable seed stocks, but, 
by the end of 1972, 1,700 acres had been planted 
under the main project and some progress had been 
made in persuading smallholders to link in as out- 
growers. Production will not commence before 
about 1976. 


Manufacturing is still quite minimal, but there 
was an encouraging increase in the number of 
establishments and in manufacturing employment 
during 1972. The tourist sector is also as yet very 
small. The number of tourists rose from 1,994 in 
1971 to 2,455 in 1972 and additional hotel rooms 
were completed. Development in this area is not 
being pressed, partly because of present limitations 
on facilities and also because of a desire to avoid 
some of the undesirable effects of rapid growth of 
tourism in a relatively unsophisticated economy. 


(b) External trade and payments 


The misfortunes that befell the agricultural 
sector had direct repercussions on external trade. 
Domestic exports in 1972 declined by about 2 per 
cent to $A 8,656,000 compared with $A 8,820,000 ~ 
in 1971. Total exports, however, rose to $A . 
10,828,000 because of a substantial rise in the © 
value of re-exports to $A 2,172,000 which are © 
largely accounted for by the return of fishing vessels © 
to Japan. Within domestic exports, the volume of | 
copra fell by about 21.5 per cent to 20,580 tons, © 
while its export value declined even more by 52 © 
per cent to $A 1,826,000 because of low export © 
prices. The volume of timber exports, on the other 
hand, rose by about 8 per cent, but low prices and © 
marketing difficulties in Japan which is the principal ~ 
buyer meant that receipts fell by over 20 per cent © 
to $A 2,612,000. Fortunately, the poor results for 
copra and timber were largely offset by a spectacular 
increase in fish exports from 4,099 tons in 1971 to 
11,947 tons in 1972 and a nearly threefold increase 
in exchange earnings to $A 3,584,000. With — 
further fisheries development, and in the light of | 
the bleak prospects for an early increase in copra 
and timber output (despite significantly better prices 
in 1973 for these products), it appears that fish 
exports will displace copra as the country’s chief 
export product in the immediate future. 


Imports continued to increase in 1972, but at _ 
a much more modest rate than was the case in 1972 — 
and 1971. Total imports rose by about 2 per cent 
in value to $A 14,135,000 compared with the rise 
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of over 38 per cent in 1971. As there was almost 
certainly some increase in import prices, it appears 
that the total volume of imports was lower in 1972 
than in 1971. 


The changed significance of different exports 
in 1972 led to a shift in the relative importance of 
trading partners. Japan took 64 per cent of exports 
in 1972 compared with 58 per cent and 52 per 
cent in 1971 and 1970 respectively. The share of 
Australia (a principal market for copra) fell to 7.5 
per cent from 12 per cent in 1971. In the case of 
imports, Japan’s market share fell from about 28 
per cent to 25 per cent, while the share of Australia 
which is the main supplier rose to around 36 per 
cent of the total. 


Information on invisible payments and receipts 
is somewhat limited, but data for 1971 show that 
net transfers from abroad amounted to $A 1.9 
million. The deficit on current account in that 
year was largely met from capital grants from abroad 
and net inflow of private and business capital. 


(c) Public finance 


In 1972, recurrent expenditure amounted to 
$A 7.2 million and capital expenditure to $A 4.8 
million. This was significantly less than the 
estimates originally approved, the reduced level 
arising from the shortfall in domestic revenue 
through lower customs and excise duties and from 
difficulties in project execution including the effects 
of a series of hurricanes. Grants from abroad for 
both recurrent and capital expenditure amounted to 
some $A 7.0 million, while local revenue, principally 
from customs duties, export duties and income tax, 
provided the balance. Although expenditure in 
1972 was well below original estimates, it was 
higher than in 1971 because of the substantially 
increased capital expenditures provided for in the 
sixth development plan. 


In 1973, recurrent expenditure was estimated 
at $A 7.8 million and capital expenditure at $A 5.3 
million. Although some rise in local revenue was 
estimated, it was again planned for external aid 
funds to cover more than 50 per cent of total 
outlays. 


Only minor changes in taxation were introduced 
in 1973. These included removal of import duties 
on fuel oil, diesel oil and aviation spirit. 


(d) Prices, wages and employment 


Rising prices in recent years have been a matter 
of some concern to the Solomon Islands. In 1971, 
retail prices (as measured by the local consumption 
index) rose by nearly 7 per cent. During 1972, 


however, the index for all items rose by only 1.2 
per cent, and this relative stability continued into 
1973. 


Most Solomon Islanders are employed in sub- 
sistence agriculture, and wage labour is a relatively 
minor part of total employment. A survey of wage 
and salary employment in 1972 indicated a total of 
14,454 at mid-year compared with 14,144 in mid- 
1971. There is no index of wage rates, but data 
collected at the time of the employment survey 
showed an average hourly rate of $A 0.20 cents in 
1972 compared with $A 0.19 cents in 1971. 


Major policy developments 


A number of new developments took place in 
1973. Legislation was introduced providing for 
the establishment of a separate Solomon Islands 
currency, and other legislation provided for a 
National Provident Fund. The latter measure will, 
in due course, offer a modest but useful means of 
mobilising greater domestic resources for develop- 
ment purposes. 


The second Annual Review of the Sixth 
Development Plan was published early in 1973. 
While the objectives remained unaltered, a number 
of revisions to physical targets were made to take 
account of actual experience in 1971 and 1972. 
The review noted the good progress that had been 
made in a number of areas, such as fisheries 
development, cattle schemes, public health and the 
establishment of an oil palm industry. However, 
internal inflation, unfavourable ‘export prices for 
copra and timber and the physical damage caused 
by hurricanes have been major setbacks. Little 
progress had been made in reducing the budgetary 
deficit, increasing the supply of trained high-level 
manpower, rationalizing and improving shipping 
services and a number of other important problems. 
The setbacks encountered led to a decision to ex- 
tend the sixth development plan by a further year 
to the end of 1974. In the meantime, work is 
proceeding on the seventh development plan, in- 
cluding a reconsideration of the general objectives 
of development policy, particularly in the areas of 
education, medical services, shipping, forestry and 
local government. 


BURMA 


Introduction 


The major event dominating the economic 
scene in 1972/73 was the fall in agricultural 
and allied output, which forms the largest com- 
ponent of Burma’s GNP. As a result, GNP 
increased by only 2.2 per cent in 1972/73, a rate 
which was lower than the population growth rate of 
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MAJOR ECONOMIC INDICATORS 


Percentage change over 
poresey yor? yorayes Psa Sih ; gremans peer 
1972/72 1972/73 1973/74 

Gross domestic product Canillian Kyats) 10,452 1Q,738 10,977 11,83) 27 2.2 7.8 
Per cape income (Kyats) 380 381 37? 398 03 —1.0 5.6 
Pe ape consumption (Kyats) 336 342 339 346 Ls —0.9 21 
Exports Canitlion Kyat) S85 oot 671" awn 13.5 1.0 
Imports Crnition Kyats) ‘ $82 921 $50" ues 8 —?7 
Goverament receipts (nition Kvats) PALO TAs 8133" 4, 756° 0.6 ol 
Government expenditure Cinillion Kyats) 7,805 8.204 9,090" = 5,577° 3.9 10.8 
Dedt servicing ratio® (percent) . a 16.6 22.8 244° —83 37.3 

42.21 48.98 76.24° 16.0 


Horeign exchange holidays — $US) 


AY National soures, 

* October = September, 

® Revised estimates, 

* Budget estimates Oetoher = March, 

* As ratio to the foreign exchange earnings, 
* Six manthys estimate October = March, 
"Rad of Tune 1973, 
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2.4 per cent. The setback in agriculture was re- 
flected throughout the economy, The price situa- 
tion worsened as a result of both internal and in- 
ternational factors, and the cost of living index in 
1972/73 was 27 per cent higher than the level of 
(8971y 72. A drastic fall in the export of rice 
necessitated a cutback of 7.7 per cent in imports, 
but the balance of trade continued to be unfavour- 
able, Although the balance of payment is likely 
to be favourable on account of the inflow of foreign 
aid and loans, the debt servicing liability has in- 
creased and, in 1972/73, its ratio to foreign ex- 
change earnings was 22.8 per cent, 


The outlook for 1973/74 appears good and 
GDP is expected to increase by 7.8 per cent, mainly 
as a result of good cropping conditions. However, 
Burma faces acute problems relating to food pro- 
curement, diesel oil shortages and continued in- 
flationary pressures caused by continued budget 
deficits and other international factors, 


The aa four-year plan (April 1974 — 
March 1978), presented before the People’s As- 
sembly recently, stresses the need to boost produc- 
tien and practise austerity. The target rate of 
growth for the plan period is 4.5 per cent and top 
priority is given to agricultural development, 


Majer developments in 1972/7 


(a) Preductien trends 


GDP (at constant 1969/70 prices) for 1972/ 
73 Wes K 10,977 million, epieteny an increase 
of 2.2 per cent over the 1971/72 level of K 10,738 
million. This may be couapened with the 2.7 per 


cent increase recorded in 1971/72. The major | 
factor in the setback was the fall in agricultural — 
output by 6.8 per cent, from K 2,954 million to — 
K 2,755 million, and the consequent shortage of — 
animal feed which resulted in the output of the 
livestock and fishery sector declining by 1.6 per 
cent, The 2.2 per cent increase in GDP, combined 
with an import surplus of K 170 million and the — 
use of available stocks amounting to K 99 million, — 
raised the output available for domestic use and | 
made possible a rise in investment by 9.3 per cent — 
and in total consumption of 1.5 per cent. However, © 
because population increased by 2.4 per cent, per 
capita income and consumption fell from K 381 to — 
K 377 and from K 342 to K 339 respectively. ; 


In the agriculture sector, the total sown area — 
under various agricultural crops was 1.2 per cent 
below the previous year’s level. In addition, un-— 
usually bad weather conditions, floods and insect — 
damage further reduced the matured (cropped) 
area in 1972/73, making it 1,050,000 acres below 
the previous year’s level. The crops most seriously 
affected by these unfavourable conditions were 
paddy, groundnut and sesamum. The matured 
(cropped) area under paddy fell by 5.0 per cent, 
from 11,772,000 acres to 11,189,000 acres, while - 
output fell by 10.0 per cent from 8,046,000 tons 
to 7,244,000 tons, the lowest level since 1966/67. _ 
Groundnut and sesamum output declined for the 
the second year in succession, by 19.7 per cent and- 
36.9 per cent respectively. The crops which- 
showed a substantial increase were jute and sugar- 
cane, by 36.9 and 24.9 per cent respectively. The 
increase in cotton output was unique in that, al- 
though the area damaged was 20.7 per cent of the 
sown area, the matured (cropped) area was only 
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4.2 per cent below the previous year’s level and the 
output increased by 4.8 per cent owing to an un- 
precedented increase of 37.5 per cent in the yield 
per acre. 


In the forestry sector, after a setback in 
1971/72, teakwood production rose by 12.6 per 
cent to a level of 300,000 cubic tons. The upward 
trend in hardwood production continued, increasing 
from a level of 938,000 cubic tons to 987,000 
cubic tons. 


Output of new oil wells at Mann and Ayadaw 
helped to increase crude oil production to 273 
million imperial gallons, which was 7.8 per cent 
above the 1971/72 level. ‘The output of natural 
gas also increased by 5.0 per cent. Other mineral 
products showed mixed trends, but the output of 
mineral industrial raw materials generally increased. 


The value added from the manufacturing sector 
increased by only 1.6 per cent over the 1971/72 
level, mainly because of adverse weather conditions. 
The value of production in the food and beverages 
group, the major component of the manufacturing 
sector, fell by 5.1 per cent owing to a fall in output 
of cereals. However, an increase of 31.3 per cent 
was recorded in the wearing apparel group as a 
result of the completion of two new textile mills. 
Increases were also recorded in the agricultural and 
industrial tools, the transport vehicles and the elec- 
trical goods groups. 


Power generation in 1972/73 increased by 
11.0 per cent to reach a level of 687 million kWh. 
Power utilization also rose to 539 million kWh or 
by 16.2 per cent, although the installed capacity still 
stood at the 1971/72 level of 196.32 mw. 


(b) Public finance 


During 1972/73, total government receipts 
and expenditure amounted to K 8,133 million and 
K 9,020 million respectively, representing increases 
of 9.1 and 10.8 per cent over the previous year’s 
levels. The excess of expenditure over revenue, 
amounting to K 957 million, was financed mainly 
by external assistance (K 566 million) and deficit 
financing (K 385 million). Most of the increase in 
the government receipts came from the contribution 
of public enterprises which increased from K 5,799 
million to K 6,625 million or by about 14 per cent. 


On the expenditure side, non-developmental 
expenditure rose by 20.0 per cent from K 1,917 
million to K 2,302 million, mainly because of a 
rise of 26.3 per cent in general administration which 
in turn partly resulted from the upwards revision of 


government pay scales and partly from the expan- 
sion of some government departments. Debt servic- 
ing also increased by K 110 million or 51.9 per cent. 
Current expenditure of public enterprises rose by 
10.8 per cent, but public capital expenditure declined 
by about 10 per cent. 


(c) Foreign trade and balance of payments 


According to preliminary figures, the total 
value of exports during 1972/73 amounted to 
K 671 million, as compared with K 664 million in 
1971/72. Shipment of rice and rice products was 
valued at K 116 million, which was less than half 
of the figure for 1971/72. The sharp decline in 
rice export was neutralized to a certain extent by 
the increase in the export of pulses and jute: the 
export of pulses increased by more than 200 per 
cent and that of jute by 150 per cent. The export 
of timber, another of the country’s major exports, 
also increased by about 36 per cent. 


Imports in 1972/73 were about 7.7 per cent 
lower than in the preceding year. 


Although the balance of trade deteriorated in 
1972/73 as compared with 1971/72, the final 
balance of payments position is expected to be 
slightly favourable on account of an increase in long 
and medium-term loans. As a result, the foreign 
exchange reserves in June 1973 were about $US 27 
million higher than the figure for 1971/72. 


The dependence on foreign loans in the past 
has already started exerting pressures in the form 
of growing debt-servicing liability which increased 
from 16.6 per cent of the foreign exchange earnings 
in 1971/72 to 22.8 per cent in 1972/73 and further 
to 24.4 per cent in the first six months of the fiscal 
year 1973/74, 


(d) Money supply and prices 


No information is available on the growth of 
money supply in Burma after 1969. However, food 
shortages, government price policies and deficit 
financing have exerted considerable pressures on 
prices. Prices in Burma have also been affected 
by the international inflation. It was estimated 
that the consumer price index in 1972/73 was 27 
per cent higher than the level recorded in 1971/72, 


Policy developments during 1972/73 


Measures taken to ease the tight internal supply 
position of rice and edible oils caused by the fall 
in output included the decontrolling of domestic 
trade in rice, wheat, groundnut and sesamum, a ban 
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on exports of rice except those previously com- 
mitted, and a vigorous campaign against hoarders 
and speculators. 


A notable step towards correcting the unfavour- 
able balance of trade was taken with the devaluation 
of the kyat in December 1972. To supplement 
this step, both the procurement prices of export 
crops, such as paddy, pulses and maize, and the 
selling prices of imported goods was raised. To 
counter the inflationary pressures generated by these 
changes and the upward adjustment of governmental 
wages and salaries following administrative reforms 
in May 1973, the interest rates on savings bank 
deposits were revised and the ceiling on the size 
of deposits was removed to encourage private saving. 


Outloek for 1974 


Since the 1973/74 rice crop is expected to be 
more satisfactory than that of 1972/73, economic 
conditions are expected to improve. GDP is ex- 
pected to increase by 7.8 per cent, per capita output 
by 5.4 per cent, per capita consumption by 2.1 per 
cent and per capita investment by 12.5 per cent. 


Economic problems currently confronting 
Burma are the difficulty of crop procurement, trans- 
port difficulties caused by the shortage of diesel oil, 
the decline in industrial production attributable 
partly to non-availability of spare parts and raw 
materials, the continuing budget deficits, the un- 
favourable balance of trade, and the attendant in- 
flationary pressures of both external and internal 
origin. Procurement difficulties are being tackled 
by raising the procurement prices of exportable 
agricultural crops. The current shortage of diesel 
oil is being corrected by the import of crude oil 
for refining. 


The long-run solution of economic diversifica- 
tion, not only within agriculture but also among 
other sectors, is being pursued vigorously by in- 
vestment allocations. In the development of indus- 
tries, the strategy is to go beyond the import-sub- 
stitution stage to the exporting stage, eg. oil, 
minerals, jewellery and timber products. The in- 
creased external assistance required for the import 
of necessary capital facilities is being sought through 
both bilateral and multilateral sources, such as the 
World Bank and the Asian Development Bank of 
which Burma became a member in April 1973. 


COOK ISLANDS 
Introduction 


Lack of adequate statistical data makes it 
difficult to gain a clear picture of recent economic 


development in the Cook Islands. Agricultural 
production remains the principal activity and is | 
especially important in providing the main source — 
of commodity exports. Agricultural exports, which — 
consist very largely of fresh and processed tropical 
fruits, declined in both volume and value in 1971 © 
and again in 1972 from the peak levels reached in — 
1970. In 1973, however, earnings seem likely to — 
recover substantially, with marked resurgence in the © 
production of citrus fruit, pineapples and bananas. 
The possibilities of increased earnings from tourism 
have been enhanced by the completion in 1973 of 
the international airport in Rarotonga. This should 
also lead to increased employment opportunities as 
tourist accommodation and other facilities are pro- 
vided. The problem of developing new forms of 
productive enterprise to provide both employment — 
and additional sources of export income remains ~ 
pressing. External aid and remittances from Cook 

Islanders living in New Zealand continue to be a © 
major means of financing imports. 


Recent economic developments 
(a) Production 


The principal agricultural activity is the growing | 
of citrus fruit and pineapples for processing into 
canned fruits and juices for the New Zealand market. 
Citrus production expanded rapidly in the 1960s — 
with the establishment ‘of a processing factory in 
1961. Virtually all production is processed in this 
way, with only a small amount being exported as 
fresh fruit. Citrus production reached a peak of — 
16.8 million pounds in 1969 but declined sharply 
in the following four years, being only 9 million 
pounds in 1972. Damage from disease and hurri- 
canes have been factors in this decline but shortages 
of labour through the exodus of persons to more 
rewarding occupations, e.g. work on the Rarotonga 
airport construction and migration to New Zealand, 
have also affected production. In 1973, however, 
production appears to have recovered, with more 
complete harvesting and the lesser availability of 
alternative income sources. The foregoing factors 
have also contributed to the decline of pineapple 
production from 3.9 million pounds in 1970 to 3.2 
million pounds in 1972. Pineapple production also 
appears to have recovered somewhat in 1973, and 
further increases can be expected under the Atiu 

pple scheme. This scheme involves the 
establishment of large-scale production under a land 
incorporation as a means of overcoming problems 
of land tenure. So far, about 100 acres have been 
planted out of an eventual total of 600 acres. 
Further progress has also been made with pineapple 
development on the island of Mangaia. 


Chapter II. Current Economic Developments and Policies LSE 


Banana and copra production have also suffered 
heavily from the effects of hurricanes and disease, 
and exports have continued to decline over the last 
three years, although there was a notable resurgence 
of banana output in the first half of 1973. 


Industrial output is confined mainly to clothing 
for export, but no production details are available 
for years beyond 1970. Construction activity is 
normally confined to public works and_ private 
house-building, but, since 1970, there has been 
considerable pressure on the industry through the 
construction of the international airport and related 
facilities. This construction phase was completed in 
1972 and the airport is due to open for service in 
December 1973. The release of labour from this 
project has already been reflected in higher agricul- 
tural output. 


(b) External trade and payments 


For the years since 1970, data on external 
trade and payments are not available except for 
agricultural exports. In 1971, agricultural exports 
declined sharply by 38 per cent to $NZ 1,536,258, 
mainly because of a severe fall in the output of 
processed fruit and fruit juices. Receipts from 
copra were also well down because of low prices, 
and the volume of copra exports was about 10 per 
cent lower in 1971 than it had been in 1970. On 
the other hand, the volume of exports of bananas 
was substantially greater than in 1971, but the 56 
per cent rise in receipts from this source was in- 
sufficient to compensate for the general decline in 
earnings from the major exports and most of the 
minor ones, such as fresh fruit and vegetables and 
pearl shell. Unfortunately, over-all export per- 
formance was even poorer in 1972. Although re- 
ceipts from citrus and pineapple juices and canned 
fruit increased by about 35 per cent (largely be- 
cause of a recovery in pineapple production), 
banana exports fell back to their lowest level since 
1968, and exports of other fresh fruit were also 
substantially less. The value of copra exports also 
declined by about 46 per cent, partly because of 
lower volume but mainly because of lower exports 
prices. Over-all, the value of agricultural exports 
in 1972 was about 10 per cent less than in 1971. 
Although data on other exports (mainly clothing) 
are not available, the indicaticns are that they 
would not have been sufficient to make good the 
fall in agricultural exports in 1971 and 1972. 


The prospects for 1973, on the basis of results 
for the six months ending in June 1973, seem to be 
rather more favourable. Total receipts from agricul- 
tural exports were $NZ 943,917 — over 14 per cent 
greater than in the corresponding period of 1972. 


These results reflect the continuing recovery of citrus 
production and more especially that of pineapple 
production. Banana exports also showed a very 
substantial increase over the corresponding period 
of 1972. 


The absence of recent statistics for imports and 
invisible receipts and payments does not permit any- 
thing definite to be said about the balance of trade 
or the over-all balance of payments position. Im- 
ports have shown a rising tendency through the late 
1960s, with a very sharp increase in 1970 partly 
because of vehicle and machinery requirements for 
the construction of the Rarotonga airport. The 
likelihood is that, although these special require- 
ments would have been less in subsequent years, 
the demand for foodstuffs and other imported con- 
sumer goods would have continued to rise in 1971 
and 1972, taking into account the income generated 
by the airport construction and the higher levels of 
government expenditure both current and capital 
over this period. The substantial trade deficit of 
$NZ 23.1 million recorded in 1970 is thus likely 
to have increased significantly in the years since 
then. 


Invisible receipts, which primarily consist of 
grants and loans from abroad and remittances from 
Cook Islanders living in New Zealand, are thus of 
particular importance in enabling the flow of im- 
ports to be maintained. Grants and loans from 
abroad amounted to $NZ 3.2 million in 1971/72 
(year ending in March), $NZ 3.7 million in 1972/ 
73 (including some special financial aid), and are 
estimated at $NZ 3.2 million for 1973/74. Re- 
mittances from Cook Islanders living abroad are 
estimated to be about $NZ 2 million a year. 


(c) Public finance 


Government current expenditure in calendar 
year 1972 at $NZ 3.7 million was about the same 
as in 1971. Of the total, $NZ 1.9 million, or about 
51 per cent, was spent on education, health, housing 
and other social services, a rather higher proportion 
than in the previous year. Domestic revenue 
totalled $NZ 1.6 million, about the same as in 1971, 
while the general grant from abroad for budgetary 
support amounted to $NZ 1.7 million. Domestic 
revenue consisted principally of receipts from 
customs, excise and export duties (about 60 per 
cent) and the sale of postage stamps for philatelic 


purposes. 


In addition to general administration, the 
Government operates a number of business services, 
such as a hotel, a liquor store, a freezer, public 
works services and an electric power supply. Ex- 
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penditure by these enterprises amounted to $NZ 1.8 
million in 1972, while revenue was $NZ 2.1 
million, giving a surplus of about $NZ 300,000. 


Capital expenditure in 1972 amounted to $NZ 
501,660, rather less than in 1971 and well below 
the original estimates. The main shortfall was in 
expenditure on electric power supply, telecommuni- 
cations and telephones and public buildings for 
various reasons including labour shortages and the 
diversion of finance to current expenditure. All 
such expenditure was financed by grants and loans 
from abroad. 


For calendar year 1973, current expenditure is 
estimated to rise by 17.4 per cent to $NZ 4.3 
million, with social services again accounting for 
about half. Domestic revenue is estimated at $NZ 
2.3 million, with rather higher receipts from customs 
duties as a result of new duties, and a doubling of 
revenue from income tax following the new tax 
measures and rate structure introduced at the end 
of 1972. The current deficit will be met by 
grants from abroad of about the same order as in 
1972, as well as by increased operating surpluses of 
government business enterprises. Capital expendi- 
ture estimates are almost double actual expenditure 
for 1972, the principal increases being in electric 
power supply, telecommunications and public build- 
ings. External grants and loans are expected to 
finance this capital programme. 


(d) Prices 


Consumer prices in 1972 and 1973 continued 
the sharp upward trend that has been apparent 
since 1967. During 1972, prices rose by nearly 11 
per cent, which, although slightly below the increase 
of 12.6 per cent recorded in 1971, still represented 
a significant degree of internal inflation. A further 
increase of 2 per cent was recorded in the first 
quarter of 1973. 


Rising import prices, especially for goods from 
New Zealand which supplied over 70 per cent of 
all imports, was a principal reason, but the effects 
of increases in local foodstuff prices, particularly 
fruits and vegetables, have also been important. 


(e) Banking and currency 


The Cook Islands form part of the New 
Zealand currency area, but no separate statistics of 
money supply are available. Although the Cook 
Islands introduced its own coinage in 1972, most 
of this has disappeared from circulation into the 
hands of overseas numismatists. The only bank is 
a branch of the National Bank of New Zealand 
which began operations in 1970. Although details 
of its operations are not available, the Bank is 
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understood to have developed its deposits and 
advances quite rapidly. Advances have been made 
not only to private persons and organizations for 
trading development purposes but also to the 
Government during periods of financial difficulty. 
The post office and the co-operatives are the other 
main financial institutions. 


Major policy developments 


A development plan was drawn up in 1972 
and has been accepted in principle by the Govern- 
ment as a basis for. action. Total suggested ex- 
penditure for the period 1973-1975 is $NZ 4.4 — 
million, of which about 50 per cent would be for 
public works, power supply and telecommunications, 
10 per cent for agriculture, industry and fisheries 
development, 11 per cent for housing and com- 


munity services and 17 per cent for education, — 


health and social services. 


A new tax structure was introduced in 1972. | 
This affected both personal income taxation and - 
taxation on companies. Apart from changes in rates — 


and methods of payment, the opportunity was taken | 
to overhaul the taxation system generally. The | 


question of returns to growers from the operations 
of Island Foods Ltd. (the fruit-processing plant) 
and from the importation of fresh fruits into New 
Zealand was the subject of an extensive investiga- 

tion in 1973. : 


Problems and prospects 


Being a very small country dependent on ~ 
agriculture and with very limited resources for 
development, the prospects of the Cook Islands 
reaching a position of self-sustaining growth in the 
near future are unlikely. There is an urgent need 
to develop the country’s agricultural potential 
further, both to increase exports and to provide 
greater employment opportunities and reduce. re- 
liance on external aid. Part of the Cook Islands’ 
problem is that of meeting recurrent expenditures 
for an extensive system of education and health 
services. A large part (some 40 per cent) of the 
economically active population is employed by the 
Government and there is a continuing drain of 
working age population to other countries. The 
purposive development of commercial agricultural 
projects such as pineapple growing on the island of 
Atiu is encouraging, but substantial direct invest- 
ments as well as investment in supporting infrastruc- 
ture services, especially the improvement of trans- 
port facilities, are needed. The international air- 
port offers a meaus for the controlled development 
of tourism as an exchange earner, but, again, this 
will require further infrastructure investment if it 
is to be successful in doing so. 
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Introduction 


In 1973, the Fiji economy achieved a growth 
rate in real terms of over 7 per cent which repre- 
sented a notable recovery from the setbacks of 1972 
when growth was only 4.7 per cent, well short of 
the development plan target of 7 per cent. Agricul- 
tural production was expected to be higher than in 
1972 when output of major crops, particularly 
sugar, was severely affected by hurricane damage. 
Although export receipts improved in 1973 with 
higher prices for exports of sugar and coconut 
products, the commodity trade balance further 
deteriorated because of the continued growth in 
imports. Although private capital inflow and re- 
ceipts from tourism were major offsetting factors, 
the slowdown in the rate of growth of receipts from 
these sources is a cause for concern. 


A major problem remained that of inflation of 
wages and prices. A number of policy measures on 
prices and incomes were taken during the year and, 
although the rise in prices was largely contained 
during the first half of 1973, a sharp resurgence of 
inflation occurred in the later months of the year. 
Other important policy measures taken during 1973 
included a comprehensive review of the sixth 
development plan, a major revision of the taxation 
system, the formulation of monetary policy instru- 
ments and the restructuring of the import tariff. 


Recent economic developments 


(a) Output and expenditure 


In 1972, GDP in real terms grew by only 4.7 
per cent, which was well below the target rate of 
7.0 per cent on average for the sixth development 
plan period (1971-1975). Poor performance of 
the agricultural sector was a major contributing 
factor, with sugar output declining by 6 per cent to 


TABLE II-2-8.  Fusi: 


298,000 tons compared with 317,000 tons in 1971. 
Climatic factors were once again important, a 
hurricane in late 1972 reducing production by an 
estimated 20,000 to 25,000 tons. Output of 
coconut products was static and poor export prices 
until late 1972 substantially reduced returns to the 
industry. Gold production also continued the 
declining trend of recent years, with production in 
1972 being 76,000 ounces compared with 89,000 
ounces in 1971. Although precise data for 1973 
are unavailable, it is expected that sugar production 
will show a recovery from the depressed conditions 
of 1972, although output of coconut products will 
remain static. However, better exvort prices have 
been experienced for both commodities. 


Other sectors of the economy have performed 
much better than the agriculture and mining sectors. 
Manufacturing output rose by 4.7 per cent in 1972 
and by an estimated 7.2 per cent in 1973; building 
and construction by 13.6 per cent and 8 per cent 
respectively. The service sector, especially hotels 
and tourism services, also exhibited high growth 
rates in 1972 and 1973. As for expenditure, 
private consumption in real terms rose by an 
estimated 5.1 per cent in 1973 compared with an 
estimated 5.4 per cent in 1972. Government con- 
sumption grew more rapidly in both years, by an 
estimated 10.9 per cent in 1973 and 13.8 per cent 
in 1972. Gross fixed capital formation was 21.9 
per cent higher in 1972 than in 1971, but is 
estimated to have risen rather more slowly in 1973, 
at 12.2 per cent. 


(b) External trade and payments 


Export receipts rose in 1972 by 7.7 per cent 
from $F 54.5 million in 1971 to $F 58.7 million in 
1972. Although exports of the main product, 
sugar, fell drastically from 335,000 tons in 1971 to 
275,000 tons in 1972, total receipts were some $F 


SELECTED ECONOMIC INDICATORS 


($F million) 


1971 


1972 1973 


Percentage change over previous year 


1971 1972 1973 
Gross domestic product ees 
values, 1970 eae 5 yo | AUD? Ploy) 230.50 7.5 47 72 

Exportseopsen nme a. Ae. we Tals 54.5 58.7 — 0.7 eth = 
Imports: t.0;>-aean). Wee ieee 97.3 er — 20.7 18.1 — 
Bal f t ent account —23.7 —32. — a — = 
a st aa sey) 46m aetAY dene Eon 7.54 
Consumer prices uly 1968 = = 100) ; 115.2 12507) 136.0° 6.5 9.1 0.4 
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Source: Government of Fiji, Bureau of Statistics. 
* Estimate. 
“End of June. 
© Increased during first six months, 1973. 


» End of period. 
4 Compared with second quarter 1972. 
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1.5 million greater because of the rise in the average 
price per ton from $F 97.6 to $F 160.9. By con- 
trast, with low prices for coconut oil through most 
of 1972 and a decline in export volume, receipts 
from this product fell from $F 3.9 million in 1971 
to $F 2.4 million in 1972. Substantially higher 
world gold prices also meant that, although export 
volume declined by 11.4 per cent, exchange receipts 
rose by nearly 10 per cent to $F 2.9 million. 


In 1972, as in recent years, imports continued 
to rise much faster than exports, the rate of increase 
in that year being 18.1 per cent to $F 114.9 
million, compared with $F 97.3 million in 1971 
which was 20.7 per cent greater than imports in 
1970. Receipts from travel and tourism, which 
grew by 41 per cent in 1971, rose by only 11.8 
per cent in 1972 and the deficit on current account 
rose to $F 32.9 million compared with $F 23.7 
million in 1971 and $F 12.2 million in 1970. 
Private long-term capital inflow nearly doubled in 
1972 compared with 1971 and, together with other 
capital receipts, was sufficient to cover most of the 
current account deficit. 


Part of the increase in the value of imports 
was accounted for by higher import prices, but 
volumes were also up. Although food imports in- 
creased in 1972 because of shortfalls in domestic 
preduction, the composition of imports in recent 
years has been shifting towards a relatively higher 
proportion of goods for development purposes. 


(c) Public finance 


The 1974 budget estimates provide for an 
increase in net current expenditure to $F 67.1 
million, compared with estimated expenditure of 
$F 59.1 million for 1973. Expenditure on educa- 
tion, health and welfare is expected to be about 37 
per cent of the total. Ordinary revenue in 1974 
(excluding the effects of certain new taxation pro- 
posals) is estimated at $F 74 million, compared 
with an estimated $F 63.8 million in 1973. The 
capital budget for 1974 provides for expenditure of 
$F 27.5 million, which is more than $F 2 million 
less than the capital expenditure proposed in the 
1973 budget, partly because some special payments 
were required in 1973 for the purchase of the assets 
-of South Pacific Sugar Mills. 


New taxation proposals in the 1974 budget in- 
clude a major restructuring of the income tax 
system which will affect yields, the imposition of a 
turnover tax of 3 per cent on hotel sales of food 
and accommodation, and increases in customs and 
excisé duties on tobacco and alcoholic beverages. 
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(d) Prices 


For the year 1972, consumer prices on average — 
were 9.1 per cent above those for 1971. Much of © 
this increase was concentrated in the last quarter of | 
1972 when food prices rose very sharply because of | 
shortfalls in domestic production as a result of | 
hurricane damage to crops and because of the need | 


to import food supplies at higher prices. Over 1972 | 


as a whole, food prices rose by 29.2 per cent, © 
reaching a peak in January 1973 and then falling © 
during the following five months. At the end of 
June 1973, the general index was much the same 
as at the end of December 1972. Over the period 
April-June 1973, a complete price freeze was in 
operation and this was no doubt a major reason 
for the relative stability of the price index during 
these months. With the relaxation of the price | 
freeze at the end of June, prices resumed their | 
strong upward movement, rising by 6.8 per cent in | 
the four months to the end of October. However, 
a slight decline in the index was recorded in | 
November 1973. Apart from special factors, such | 
as the effects of hurricane damage on local produc- | 
tion, a major element in rising internal prices has | 
been the higher cost of imports from main suppliers, | 
such as Austrzlia, Japan and New Zealand, as well — 
as the increase in freight rates from these sources 
of supply. 


(e) Wages 


The rate of increase in wage rates auring recent — 
years has generally been much faster than it was 
during the first half of the 1960s. In 1972, the 
wage rate index shows a rise of 12.1 per cent, com- 
pared with a rise of 10.4 per cent in 1971 and 6.5 | 
per cent in 1970. It seems likely that, with the | 
operation of the first phase of the prices and incomes | 
policy, wage rate increases in 1973 will be of a 
lower order, at about 8 per cent, but even so are | 
likely to be in excess of the rate of growth in pro- | 
ductivity. For 1974, with a possible relaxation of | 
the prices and incomes policy under pressure from | 
organized labour and other sections of the com- 
munity, a rise in wages of at least a similar order 
could be in prospect. 


Major policy developments 


The control of price and wage inflation remain- | 
ed a matter of major concern to the Government 
during 1973. A limited system of price controls 
introduced in 1971 and extended in 1972 was | 


‘followed by a more comprehensive prices and — 


incomes policy in 1973. A complete freeze on all | 
incomes, prices, rents and dividends was imposed 
on 1 April 1973 as phase I of that policy and lasted | 


’ 
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until 30 June 1973. At that date, a Prices and 
Incomes Board became operative with the function 
of considering all applications for increases in prices 
and wages within guidelines laid down. These 
guidelines provided for prices of a wide range of 
essential goods to be reviewed every two months 
and of others to be increased to allow for cost 
changes. Wage increases up to 8 per cent could 
be permitted, subject to a maximum of $F 500 per 
annum. A National Economic Council to advise 
the Board was also established. Phase III of the 
policy was to come into operation from 1 January 
1974 and seemed likely to embody a greater degree 
of flexibility in approving wage and price increases, 
partly because certain incomes such as rents and 
dividends had remained frozen, but also because of 
widespread public opposition to the policy as it had 
operated during phase II. This opposition has 
come not only from businessmen because of the 
squeeze on profitability but also from consumers 
because of shortages of goods that began to emerge 
and from organized labour which expressed _ its 
dissatisfaction in a number of strikes during the 
year. Although these were settled reasonably 
quickly, it was understood that a more flexible 
approach to wage rises would be forthcoming 
during phase III. Labour opposition to industrial 
legislation limiting the right to strike was also an 
important contributory factor to industrial unrest. 


Important changes in the taxation system were 
introduced during 1973. The income tax structure 
of rates and allowances was substantially modified 
broadly along lines recommended in 1969 by an 
overseas taxation expert; and the customs tariff was 
modified to eliminate preferential rates of duty as 
from 1 January 1974. Associated with both of 
these changes, a variation in policy towards the im- 
position of indirect commodity taxation was adopted. 


In the field of monetary policy, a major 
development in 1973 was the establishment of a 
Central Monetary Authority, replacing the previous 
Currency Board, with much broader powers and 
responsibilities. It is envisaged that the Authority 
will evolve into a Central Bank in due course. 
During the year, the Authority centralized Fiji’s 
foreign exchange reserves and began to develop a 
range of facilities to enable the public to invest in 
short-term and long-term government stock. As a 
first step towards influencing the level of bank lend- 
ing in Fiji, the Authority in September imposed on 
the commercial banks a reserve requirement equiva- 
lent to 1.5 per cent of deposits. The Authority has 
also continued to issue guidelines to the banks on 
the purposes for which loans may be made. 


Fluctuations in the exchange rates of the cur- 
rencies of major trading partners continued to be of 


concern to Fiji during 1973, especially the revalua- 
tion of the Japanese yen and of the Australian and 
New Zealand dollars, because of the consequent 
effect on prices of imported goods. Accordingly, 
the September revaluations of the two latter cur- 
rencies by S and 10 per cent respectively led Fiji 
to revalue its dollar by 5 per cent. 


Problems and prospects 


While inflation and the escalation of internal 
costs remains one of Fiji’s most pressing short-term 
problems, more fundamental issues are those of 
broadening the productive base of the economy, 
strengthening the balance of payments, improving 
employment opportunities and income distribution 
and mobilizing domestic resources for development 
and essential government services. The balance of 
external payments position is basically weak 
because of dependence on two commodities, sugar 
and coconut products. Not only are these subject 
to external price fluctuations but their volume of 
output has been static or declining in recent years 
and, with rapidly rising imports, especially of deve- 
lopment goods, the trade balance has worsened 
markedly. Although receipts from tourism and 
capital inflow have been major offsetting factors, 
their inherent volatility, as evidenced by the sharp 
slowdown in tourism in 1972 and 1973, underlines 
the need to find a broader commodity export base 
which in turn implies a need to diversify the economy 
away from present reliance on a few agricultural 
products. Many of the problems of development in 
Fiji were highlighted in a comprehensive review of 
the sixth development plan published in November 
1973. The real growth rate over the first three 
years has been on average 6.5 per cent, compared 
with the target of 7.0 per cent. However, there 
has been negative growth in the agriculture and 
mining sectors and, although manufacturing has ex- 
panded more rapidly than planned, most of the 
contribution to growth has come from building and 
construction, distribution, public services and 
tourism facilities, all of which have been well above 
target rates of growth. Gross fixed capital forma- 
tion fell short of targets in the private sector because 
of this physical constraint and because of constraints 
on the building industry. Public sector investment 
in the first two years was also below planned levels 
because of underestimation of time required for 
planning projects and for obtaining external aid. 
For the years 1973-1975, government capital ex- 
penditure is planned to rise substantially so that, 
over the period as a whole, expenditure will amount 
to $F 87 million, compared with the original plan 
target of $F 75 million. With continued pressures 
on the construction industry, pressures for current 
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expenditures, and balance of payments uncertainties, 
these revised targets may again prove to be over- 
optimistic. 


HONG KONG 


Introduction 


The economy was in the process of adjusting 
to international currency realignments in 1972 and, 
although the demand in Hong Kong’s principal 
export markets remained strong, real gross domestic 
product continued to rise rather slowly. By the 
middle of 1973, the economy was beginning to 
expand at a faster rate, even though Hong Kong’s 
exporters were facing considerable difficulties as a 
result of further currency uncertainties and world 
shortages of raw materials. 


Real gross domestic product is expected to 
increase at a faster rate in 1974 than it did in 1973, 
and the longer-term outlook is highly favourable. 


Recent economic developments 


(a) Gross domestic product 


Provisional estimates indicate that, in 1972, 
GDP grew, in current price terms, by 15.3 per cent 
and in terms of constant prices by 7.1 per cent. 
These rates are higher than those for the previous 
year, but it is thought that there was a considerable 
increase in raw material stocks in 1971 which were 
largely depleted in 1972, and that, if full allowance 
is made for this, the estimates of GDP will indicate 
that growth in 1972 was not very much in excess 
of that for 1971. 


TABLE II-2-9. Hone Kona: 


Gross domestic product (at current market prices) 

Government expenditure” oe | aa Sam 

Government revenue? 

Domestic exports . 

Imports 

Numbers of tourists (thousand) 

Money supply . 

General consumer price index (1963/64 = = 100) . 

Index of manufacturing money wage rates (March 
1964 =100)2 . ages 


Manufacturing employment ‘(mid- year) 


Sources: 
estimates. 
* Estimate. 


Financial year ending 31 March of each year shown. 


° Excluding exceptional expenditure. 
* At September of each year shown. 


SELECTED ECONOMIC INDICATORS 
(in million Hong Kong dollars) 


1971 1972 1973 
1972 1973 
20,587 23,738 28,000 eye) 18.0 
25 BY 2,901 3,800° 18.3 31.0 
3,071 3,541 4,936 15.3 B94 
13,750 15,245 19,475 10.9 fa fell 
20,2560 9 20,764. 3 a29,005 7.4 Jere) 
907 1,082 1,292 RS) 19.4 
Pile — Aipsvisy — AhyeG23) 28.9 6.6 
130.8 138.8 164.0 6.1 18.2 
208 230 256 10.6 11.3 
566,929 568,082 583,950 0.2 2.8 


Government of Hong Kong, Monthly Digest of Statistics; for GDP, provisional government 
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In the first half of 1973, as compared with 
the first half of 1972, GDP increased, in current 
price terms, by about 14 per cent, and it would’ 
seem likely that, for 1973 as a whole, growth will | 
be close to the Government’s estimate of 17 per) 
cent, particularly as the volume of domestic exports © 
began to increase at a faster rate around the 
middle of the year. In real terms, GDP grew) 
more slowly in the first half of 1973 than in either” 
1972 or 1971, and this tends to reflect the fact 
that, in quantity terms, domestic exports increased | 
in the first half of 1973, as compared with the} 
first half of 1972, by about 2.25 per cent only. 


Private consumption expenditure grew, in) 
current price terms, by 9.2 per cent in 1972) 
compared with 14.8 per cent in the previous year.| 
This reduction no doubt reflected consumers’ reac- 
tion to the decline in 1971 in the rate of growth 
of economic activity and the associated decline in 
the rate of increase of money wage rates and the 
fact that there was no significant improvement in) 
these growth rates in 1972. This tendency was 
reinforced perhaps by the fact that consumer prices 
in 1972 increased at a much faster rate than in the) 
previous year. In the first half of 1973, as com-| 
pared with the first half of 1972, private consump-}| 
tion expenditure increased by nearly 20 per cent. 
and the Government’s estimate of 11 per cent for 
the year as a whole will undoubtedly be exceeded. 
Consumer prices increased at an exceptionally rapic 
rate in 1973, however, and it woula seem that, in 
constant price terms, household expenditure was 
growing only a little faster in this period than i > 
19772: 


In 1972, expenditure on gross domestic capita! 
formation was equivalent, in current price terms, tc) 


Percentage change over 
previous year 


Chapter Il. Current Economic Developments and Policies 163 


23.3 per cent of GDP; the corresponding propor- 
tion for the first half of 1973 was 22.3 per cent. 
These figures are a little below the proportion for 
1971, but are in excess of the 1970 figure (20.7 
per cent). Expenditure on plant and machinery 
represented 10.1 per cent of GDP, in current price 
terms, in 1972, and 10.4 per cent in the first half 
of 1973. Again, these figures are slightly lower 
than the percentage for 1971, but higher than that 
(9.5 per cent) for 1970. The relative increase in 
expenditure on plant and machinery since 1970 
(which appears to have occurred in constant price 
terms also) is almost certainly associated with the 
recent decline in the rate of growth of the economy, 
and reflects manufacturers’ endeavours to reduce 
unit output costs. 


Building and construction expenditure, as a 
proportion of GDP, amounted to 10.6 per cent in 
1972, in current price terms, compared with 9.6 
per cent in 1971 and 7.9 per cent in 1970; in the 
first half of 1973, the proportion increased still 
further — to about 12.5 per cent. In 1972, the 
proportion of total expenditure on building and con- 
struction accounted for by the public sector was 25 
per cent compared with 26.7 per cent in 1971, but, 
for 1973, this proportion is likely to be rather 
higher than in 1972, largely as a consequence of 
an acceleration of the Government’s housing pro- 
gramme. Even in constant price terms, it would 
seem that expenditure on building and construction, 
as a proportion of GDP, has been increasing 
steadily in recent years. 


(b) External trade and paymenis 


The value of Hong Kong’s domestic exports 
increased by 10.9 per cent in 1972 compared with 
11.4 per cent in 1971, but the rate of growth of 
total exports (exports and re-exports) was higher 
than in 1971, because of the high rate of growth 
of re-exports. In the first nine months of 1973, 
the value of domestic exports increased by over 22 
per cent by comparison with the same period of 
1972. 


Hong Kong’s imports increased by only 7.4 
per cent in 1972, in value terms, compared with 15 
per cent in 1971. This reduced rate is probably 
due to a substantial running-down, in 1972, of raw 
material stocks which had accumulated during the 
previous year. In the first nine months of 1973, 
_ imports increased, in value terms, by 24.6 per cent; 
and, again, the Government’s estimate (of 8 per 
cent) for the year as a whole is certain to be ex- 
ceeded. 


There was an exceptionally rapid increase in 
prices of both imports and domestic exports in the 
first half of 1973. Domestic export prices in- 
creased by nearly 15 per cent in the first six months 
of 1973, compared with the corresponding period 
of 1972, while import prices increased by nearly 
11 per cent. In 1972, domestic export prices 
increased by 6.6 per cent and import prices by 
3.6 per cent. 


Raw material import prices increased by over 
10 per cent in the first half of 1973, compared 
with the first half of the previous year, whereas 
they had increased by only 3.7 per cent in 1972. 
However, in quantity terms, raw material imports 
increased by about 12 per cent between mid-1972 
and mid-1973. Hong Kong’s dependence on ex- 
ternal trade and the high degree of specialization of 
its manufacturing industry makes it particularly 
vulnerable, in the short term, to uncertainties as 
regards international exchange rates and raw 
material supplies, and it would seem that increasing 
commercial risks on both counts have resulted in a 
substantial amount of speculative buying of raw 
materials by Hong Kong manufacturers anxious to 
maintain competitive export prices. 


Japan is Hong Kong’s largest supplier of raw 
materials, but the value of Hong Kong’s raw 
material imports from Japan declined from 37.5 
per cent to 34.5 per cent in 1972. In quantity 
terms, imports of raw materials from Japan declined 
by 9 per cent in 1972, and, in the first half of 1973, 
as compared with the corresponding period of the 
previous year, they. declined by nearly 15 per cent. 
This decline is due to the greater competitiveness 
of United States raw materials that has resulted 
from the recent currency realignments. 


Hong Kong -received nearly 1.1 million 
tourists in 1972 compared with 0.9 million in 1971 
and it is likely that this figure will be exceeded in 
1973 — in the first eight months of the year the 
number of incoming tourists was over 0.8 million 
compared with 0.7 million in the corresponding 
period of 1972. In 1971, 24 per cent of incoming 
tourists came from the United States, but this 
declined to 17.6 per cent in the first eight months 
of 1973. The proportion from Japan, however, 
has been increasing —- from 26.2 per cent in 1971 
to 37.1 per cent in the first eight months of 1973. 


Expenditure by tourists provides a valuable 
source of foreign exchange in Hong Kong, and, in 
1972, it was equivalent to 8.3 per cent of GDP 
compared with.7.7 per cent in 1971. 


164 


(c) Government expenditure and revenue 


The Government’s total revenue invariably 
exceeds its total expenditure and the public debt is 
small. In 1972, government expenditure was equal 
to 14.3 per cent of GDP (compared with 13.5 per 
cent in 1971). 


In 1972, 55 per cent of government expendi- 
ture was allocated to social services and, of this 
amount, 35 per cent was spent on education, 23.5 
per cent on health, social security and welfare 
services and 12 per cent for housing. These pro- 
portionate allocations were similar to those in other 
years. In 1973, the proportion spent on social 
services will probably have been a little higher as 
a consequence of the acceleration of the Govern- 
ment’s housing programme. 


Revenue derived from taxes on income ac- 
counted for 28.5 per cent of total government re- 
venue in 1972. The proportion of government 
revenue derived from land sales increased from 7.9 
per cent in 1971 to 12.8 per cent in 1972. This 
reflects the increase in land prices in the second half 
of 1972. 


(d) Money supply 


Hong Kong has no central bank and, except to 
a very limited extent, the Government is not able 
to manipulate the money supply. Basically, the 
money supply has been determined by the balance 
of payments. In 1972, the money supply (defined 
as deposits with the commercial banks together 
with coins and notes in the hands of the non-bank 
public) increased by an unprecedented 28.9 per 
cent. By the end of March 1973, the ratio of 
banks’ advances and loans to deposits was 84.5 per 
cent, and, although the liquidity of the banking 
system was still well above the statutory minimum, 
the banks were probably fully loaned-up for most 
practical purposes. 


{e¢) Consumer prices 


In 1971, domestic rents in the private sector 
increased by 13.5 per cent, but, in 1972, with the 
supply of private domestic accommodation increas- 
ing to 20,589 units from 12,242 units in the previous 
year, the rate of increase of rents declined to 9.4 
per cent. In the first half of 1973, however, in 
spite of the fact that 14,186 domestic units were 
certified for accommodation (nearly 70 per cent of 
the number certified in the whole of 1972), private 
domestic rents increased by over 7 per cent, and it 
would seem that a major factor accounting for this 
sharp rise was the very rapid increase in bank 


Part Two. Current Economic Developments 


Jending and the associated rapid increase in property 
prices at about this time. 


Consumer prices other than rents rose at an 
unprecedented rate in 1973 — by 26.6 per cent in 
the first nine months of the year compared with 9,2 
per cent in 1972, The increase towards the end 
of 1972 and in 1973 was largely due to rapid in- 
creases in the prices of foodstuffs which are mainly 
obtained from abroad. The most significant impact 
on food prices was the rise in the import price of 
rice by more than 100 per cent in the year to the 
end of August 1973, whereas it had been fairly 
stable during the previous 12 months. 


(f{) Wages and employment 


The rate of growth of wage rates is determined 
more by the rate of growth of economic activity 
than by the rate of increase of consumer prices. 
The decline in the rate of growth of GDP, in real 
terms, after 1970 was accompanied by a correspond- 
ing decline in the rate of growth of money wage 
rates —- from 18.8 per cent in 1970 to 11.2 per 
cent and 11.5 per cent in 1971 and 1972 respec- 
tively. For 1973 as a whole, money wage rates 
are expected to have grown rather more slowly 
than in 1972, but they were probably growing at a 
faster rate in the second half of 1973 than in the 
first half in view of Hong Kong’s improving trade 
performance around the middle of the year. 


About 50 per cent of the working population 
is engaged in manufacturing. In 1972, manufac- 
turing employment increased by 2.6 per cent (about 
the same rate as in 1971), whereas, in 1970, when 
the economy was growing more rapidly, it increased 
by 4.7 per cent; by the middle of 1973, however, 
it was beginning to rise rather more rapidly, and 
the rate of growth for the year as a whole could be 
in the region of 3.5 per cent. Employment in the 
textiles and clothing sectors accounts for 20 per cent 
and 25 per cent respectively of total manufacturing 
employment. In 1973, employment in the textiles 
industry contineud the decline which began in 1971, 
and this reflects further rationalization in the industry 
aimed at reducing unit output costs. 


Major policy developments 


Hong Kong is “heavily dependent on external 
trade: some 75 per cent of private consumer goods 
and over 90 per cent of plant and machinery are 
imported, and between 80 and 85 per cent by value 
of domestically produced goods are exported. In 
1972, the value of merchandise imports and exports 
alone was equivalent to 175 per cent of GDP. 
Conventional demand management techniques, 
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therefore, are not particularly appropriate in Hong 
Kong; but, largely because of its extremely open 
nature, the economy tends to be self-regulating, with 
full employment, an absence of internally generated 
inflation and equilibrium in the balance of payments. 


The economy has also experienced very rapid 
growth, the real GDP increasing at an average rate 
of over 7 per cent per annum between 1966 and 
1972. Hong Kong’s free port status has resulted 
in a high degree of specialization and productive 
efficiency in its manufacturing industry. At the 
same time, very low standard rates of direct taxation 
and the narrowness of the tax base have had a 
significant incentive effect as regards both the supply 
of labour effort and private gross capital formation 
(which represented as much as 20.5 per cent of 
GDP in both 1971 and 1972). In addition, an 
absence of restrictions on the movement of capital 
into and out of Hong Kong has resulted in very high 
net capital inflows. 


In view of the fact that the country’s trade is 
largely externally oriented, the maintenance of 
exchange rate stability is of considerable importance. 
In July 1972, following the floating of sterling to 
which the Hong Kong dollar had been tied, the 
Government linked the domestic currency unit to the 
United States dollar, and, in February 1973, the 
Hong Kong dollar was revalued to reflect fully the 
devaluation of the United States dollar at that time. 
The value of the Hong Kong dollar, in terms of a 
trade-weighted average of major currencies, has 
shown little tendency to change. 


Problems and prospects 


While the Government does not endeavour to 
protect manufactures from external competition, it 
is concerned to ensure that its industry is not un- 
fairly discriminated against, e.g. in international 
trade agreements, in relation to competing industries 
abroad. The position of Hong Kong’s textiles and 
footwear industries in the context of the Generalized 
Preference Scheme of the enlarged European 
Economic Community became particularly vexing in 
1973, and the Government has energetically sought 
to ensure that the matter is satisfactorily resolved. 


The very rapid rise in 1973 in the prices of 
raw materials, which are almost wholly imported, 
has, in part, been a consequence of world shortages 
of supplies. In certain instances, these deficiencies 
are likely to be of a more than a temporary nature 
and, to the extent that the materials concerned are 
of crucial significance to Hong Kong’s industry, the 
economy could benefit considerably if they were to 
be produced in Hong Kong itself. The Govern- 
ment does not positively endeavour to attract firms 


to Hong Kong nor does it try to promote any parti- 
cular industrial structure. However, it does seek to 
ensure that there are no unnecessary constraints on 
the development of new industries, such as those 
providing essential raw materials likely to be in 
short supply over a protracted period, which may 
be avle to enhance the longer-term growth prospects 
of the economy as a whole. In this context, the 
Government has recently been giving serious con- 
sideration to the possible need for modifications to 
its industrial land policy. 


The Governement has estimated that Hong 
Kong’s GDP will be able to expand, in constant 
price terms, at an average rate of 7 per cent per 
annum (or 5 per cent per annum per head of the 
population) from 1974 to 1983. The rate of 
growth of domestic exports appeared to be increas- 
ing, in quantity terms, around the middle of 1973 
and it is likely that this rate will increase still 
further in 1974. Largely on account of this, it is 
expected that the rate of growth of GDP, in con- 
stant price terms, will be higher in 1974 than in 
1973, while there should also be increased rates of 
growth in the case of both money wage rates and 
manufacturing employment. 


Government expenditure, as a proportion of 
GDP has tended in recent years (1966 to 1972) to 
fluctuate modestly around an average of 14 per cent 
in current price terms; for 1973 and 1974, the 
proportion will probably be a little above this 
average, perhaps in the region of 15 per cent. 
Although the Government is not committed to 
maintaining its expenditure as a proportion of GDP 
at any particular average, the fact remains that, if 
public expenditure were allowed to grow at a 
significantly faster rate than public revenue plus 
public borrowings, resources could be diverted 
away from the export sector, the construction 
industry could become overloaded, inflation could 
be generated internally, the balance of payments 
could deteriorate and the prospects of a 7 per cent 
growth rate over the next decade could be impaired. 
Against the background of the Government’s grow- 
ing expenditure commitnients in such fields as 
housing and education (including vocational training 
for industry), and in the light of the additional 
demands which the Mass Transit Railway Corpora- 
tion (which is likely to be established in 1974) will 
make on Hong Kong’s construction industry, this 
could develop into a particularly challenging issue. 


INDIA 


Introduction 


The rate of growth of the Indian economy 
since 1971/72 has been greatly affected by the un- 
satisfactory performance of the agricultural sector 
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which accounts for about one-half of national in- 
come. The rate of growth of national income, 
which was 7.1 per cent in 1969/70 and 4.6 per cent 
in 1970/71, fell to about 1.5 per cent in 1971/72 
and there are indications that the growth rate in 
1972/73 was no higher than in 1971/72. Agricul- 
tural production, which increased by 7.3 per cent in 
1970/71, declined by 1.7 per cent in 1971/72 and, 
although estimates of agricultural production for 
1972/73 are not yet available, most probably the 
year witnessed a further decline in output. Food 
production declined from 108.4 million metric tons 
in 1970/71 to 104.4 million metric tons in 1971/72, 
and estimates for 1972/73 range between 95 and 
100 million metric tons. 


The target of the fourth five-year plan, which 
comes to an end on 31 March 1974, was a growth 
rate of 30.7 per cent in national income over the 
five years. Judging by the experience of the first 
four years of the plan, it is clear that the actual 
growth rate will fall significantly short of the plan 
target. Although official estimates of national 
income for 1971/72 and 1972/73 are not yet 
available, it appears that the growth of national 
income in the first four years of the plan is not 
likely to exceed 15.5 per cent. Thus, if the plan 
target is to be achieved, national income in 1973/74 
will have to grow by about 13 per cent. It is too 
early to forecast the growth of national income in 
1973774, but, in view of the very favourable agricul- 
tural production prospects, a substantial increase in 
the rate of growth of national income is in prospect. 


TABLE Ii-2-10. INpIA: SELECTED ECONOMIC 
INDICATORS 


1970/71 1971/72 1972/73 


Growth in national income (%) 4.6 15? 15 
Foodgrain production (million 

fants) es ae 22 108.4 104.4 95-100 
Growth rate industrial produc- 

Sane (Lp ok LEO. 4.8 2.9 7.1 
Net domestic savings (9% nation- 

al income) ee aa 10.6 11.3 11.7 
Net inflow of foreign resources 

(at current prices) . - . 1.] | 0.9 
Aggregate net investment (at 

current prices) 3, See 11.7 12.6 12.6 
Rate of increase in money suppl 11.8 13.9 14.9 
Rate of increase in merchandise 

exports 8.6 4.7 22.1 
Rate of merease in merchandise 

imports et ene 2 11.7 —2.6 
Foreign exchange reserves (mil- 

lion rupees, end of period) . 7,323 8,487 8,466 
Increase in consumer prices. . 5.1 3.1 8.0 
Source: Reserve Bank of India, Annual Report and Trend and 

Progress of Banking in India, 1972-1973. 
* Estimates. 


© Calendar years 1970,1971 and 1972 respectively. 


Part Two. Current Economic Developments 


Recent economic developments 
(a) National income 


India’s national income is estimated to have 
increased by 4.6 per cent in 1970/71 compared 
with 5.3 per cent in 1969/70. Estimates for later 
years are not yet available, but it seems that, be- 
cause of the unsatisfactory performance in the 
agricultural sector, national income did not increase 
by more than about 1.5 per cent in 1971/72 and 
in 1972/73. However, with favourable climatic 
conditions, agricultural production for 1973/74 will 
show a marked recovery and, in consequence, 
national income seems likely to rise by about 7 to 
8 per cent. 


(b) Savings and investment 


Estimates of savings and investment published 
by the Reserve Bank of India suggest a small in- 
crease in net domestic savings from 11.3 per. cent 
in 1971/72 to 11.7 per cent in 1972/73. On the 
other hand, the investment rate (sum of net domes- 
tic savings and inflow of foreign resources) seems 
to have remained stable at 12.6 per cent. In 
analysing the behaviour of the savings rate in India, 
it has to be borne in mind that there is very little 
statistical information regarding household savings 
in the shape of physical assets, including inventories. 
However, on the basis of circumstantial evidence, 
such as availability and prices of construction 
materials, the Reserve Bank of India has concluded 
that it is reasonable to infer that such savings in 
absolute terms did not diminish in 1972/73. On 
the other hand, household savings in the form of 
financial assets, such as bank deposits, life insurance 
premiums and provident fund contributions, indicate 
that the ratio of such savings to national income 
increased in 1972/73. The savings of the private 
corporate sector and net savings on the Central 
Government’s revenue account also rose in 1972/73. 


(c) Agricultural production 


Agricultural production in 1972/73 declined 
for the second year in succession. The failure of 
monsoons in the summer of 1972 led to a con- 
siderable fall in agricultural production in the 
kharif season. Anticipating a significant reduction 
in the output of foodgrains in the kharif season, the 
Government launched a crash programme costing 
Rs 1,500 million with a view to increasing food 
production in the rabi season. Although final 
estimates of production in the 1972/73 rabi season 
are not yet available, it appears that the crash 
programme did not lead to any significant gains in 
output. As a result of drought, food output in 
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1972/73 declined to 95-100 million metric tons as 
compared with 104.7 million metric tons in 
1971/72. The output of coarse grains and pulses 
witnessed the severest decline, while the output of 
other grains was affected only marginally. There 
was also a significant decline in the output of com- 
mercial crops, excluding sugarcane. The produc- 


_ tion of raw cotton declined from 6.6 million bales 


in 1971/72 to 5.5 million bales in 1972/73, the 
output of raw jute and mesta fell from 6.8 million 
bales in 1971/72 to 6.0 million bales in 1972/73, 
and output of five major oilseeds, which had 
declined from 9.3 million metric tons in 1970/71 
to 8.7 million metric tons in 1971/72, further 
declined to about 6.7 million metric tons in 1972/73, 
mostly due to a drastic fall in the output of ground- 
nuts. 


The shortfalls in agricultural production 
affected the availability of some of the most basic 
wage goods and, as a result of growing imbalance 
between demand and supply, the pressure on prices 
greatly increased. The wholesale price index, 
which had increased by an average of 4.0 per cent 
in 1971/72, increased by 9.9 per cent in 1972/73, 

-and there was a further increase of 12.4 per cent 
in the first six months of 1973/74. The increases 
in the prices of food articles and industrial raw 

-materials were the most important contributory 
factors to the increase in the wholesale price index. 


The Government’s initial response to the in- 
creases in the price level was to strengthen the 
public distribution system by adding to the number 
of “fair price” shops. Given the magnitude of 
stocks (about 9 million metric tons) with the public 
distribution system at the end of June 1972, there 
were reasonable hopes that larger releases from 
public stocks would stabilize the prices of foodgrains. 
‘However, despite the fact that releases from public 
stocks averaged 967,000 metric tons a month from 
July 1972 to March 1973, as compared with 
748,000 metric tons during the corresponding 
period of the preceding year, the pressure on prices 
could not be contained. It appears that speculative 
holdings of stocks, an increase in demand fed by a 
considerable increase in government spending in 
1972/73 and a rapid expansion in money supply 
with the public (by 14.87 per cent in 1972/73) 
combined to nullify the beneficial effects of larger 
releases from the public distribution system. In the 
prevailing atmosphere of scarcity, the procurement 
effort also lagged behind. Thus, procurement out 
of the 1972/73 kharif crops was only 2.97 million 
metric tons, as against 3.3 million metric tons in 
1971/72 and 3.7 million metric tons in 1970/71. 
Because of the growing demand for higher releases 
from public stocks and the fast depletion of such 


stocks, the Government decided towards the end of 
1972 to import about 2 million metric tons of food- 
grains. Subsequently, in the early months of 1973, 
the Government decided to import an additional 
4.5 million metric tons of foodgrains. | However, 
the steep rise in prices of foodgrains in international 
markets and inadequate availabilities upset the 
Government’s expectations and, as a result, contracts 
for purchase of foodgrains abroad fell short of the 
original target. However, the recent offer by the 
USSR of a wheat loan of 2 million metric tons, 
repayable over a period of seven years in the 
form of wheat, has considerably eased the manage- 
ment of India’s food economy during the next few 
months, 


In the food economy of India, the most im- 
portant decision that the Government took in 1973 
was the takeover of the wholesale trade in wheat 
with effect from April that year. The basic objec- 
tive was to procure enough foodgrains to meet the 
needs of the public distribution system and to pro- 
vide remunerative prices to growers. The Govern- 
ment fixed a target of 8.1 million metric tons for 
procurement of wheat out of the 1973 rabi crop, 
but, actual procurement was only about 4.5 million 
metric tons as compared with 5.0 million metric 
tons in 1972. There is no doubt that many farmers 
and erstwhile wholesalers combined to frustrate the 
procurement effort. However, it is doubtful whe- 
ther, in the prevailing atmosphere of scarcity, the 
Government would have procured even this much 
wheat in the free market had there not been a 
degree of compulsion to sell to the Government. 


The experience of the wheat takeover no 
doubt influenced the Government to postpone the 
takeover of the wholesale trade in rice with effect 
from the 1973 kharif season. It was recognized 
that taking over the wholesale trade in rice was a 
far more difficult task than that of taking over the 
wholesale trade in wheat. First of all, while sur- 
pluses of wheat are heavily concentrated in three 
States, the procurement of rice is dependent on the 
Government’s ability to procure from many States. 
The great variations in the quality of paddy from 
one area to another and the existence in many 
States of hullers whose activities cannot readily be 
controlled created further problems. Faced with 
these difficulties, the Government has left the choice 
of the method of procurement to the respective 
State Governments. Simultaneously, in order to 
make it more attractive for farmers to sell grains, 
the Government announced an increase in procure- 
ment prices. ‘The procurement price of paddy was 
raised from an average of Rs 54 in 1972 to Rs 70 
for the marketing season 1973/74. Procurement 
prices of coarse grains have also been raised signi- 
ficantly. The procurement target for the 1973/74 
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kharif crop has been.fixed at 5 million metric tons. 
Recently, the support price for wheat to be harvested 
in April 1974 has also been raised from the previous 
Rs 76 to Rs 85. Thus, current government policy 
is to rely heavily on the offer of remunerative pro- 
curement prices to ensure success of the procure- 
ment drive. 


The Government has set a target of 115 million 
metric tons for foodgrain production in 1973/74. 
Judging by the forecast of kharif crops, it is highly 
likely that this target will be realized. The mon- 
soous in the summer of 1973 behaved reasonably 
well, and it is expected that nearly all kharif crops 
will register significant gains. On current indica- 
tions, the output of foodgrains in the current kharif 
season may exceed 67 million metric tons. In 
addition, significant increases are also expected in 
the production of oilseeds, raw cotton, sugarcane 
and jute. This fact, coupled with the USSR’s 
wheat loan, will enable India to tide over short- 
term difficulties. However, recent events are a 
grim reminder of the acute vulnerability of the 
Indian economy to fluctuations in weather, so that, 
until Indian agricultural output can be insulated 
from the effects of weather, the longer-term outlook 
will remain uncertain. A principal element in this 
strategy is to extend the area under irrigation, 
especially through the utilization of vast resources of 
groundwater, particularly in the Gangetic plain. 
However, it is well known that there are many parts 
of India where the potentialities for providing an 
assured supply of water are limited. Progress of 
agriculture in such areas is vitally dependent on the 
evolution of an effective dry-farming technology. 


Nevertheless, the immediate agricultural out- 
look is fairly favourable. The area under high- 
yielding varieties of wheat is being extended to 
include even such non-traditional wheat-growing 
States as West Bengal and Karnataka. Thirty new 
hybrid varieties of seeds have been evolved under 
the All India Co-ordinated Rice Improvement 
Programme to suit varying climatic and agronomic 
conditions prevailing in different parts of India. 
Given proper water control, pest control and exten- 
sion work, a breakthrough in the yields of paddy 
can be predicted with a fair amount of confidence. 
Among commercial crops, raw cotton offers the 
greatest promise. ‘The experience with new high- 
yielding varieties, such as H:brid 4 and MUC 5, 
has been so encouraging that there is reason for 
hope that complete self-sufficiency in raw cotton 
may become a reality in five or six years’ time. 
The Government, through the activities of the Cotton 
Corporation of India and price support measures, 
is actively encouraging this development. However, 
with the possible exception of bajra, no suitable 
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high-yielding varieties have as yet been evolved for | 
coarse grains. The same applies for veyetable 
oilseeds and pulses. In the oilseeds sector, the. 
Government is trying to encourage the cultivation’ 
of sunflower which offers considerable potential. 

At the same time, it is recognized that, as the’ 
new agiicultural technology is often highly capital- 
intensive and skill-intensive, there is a danger that | 
it may bypass small and marginal farmers, thereby 
creating new sources of tension in rural areas. In 
the last four years, the Government has introduced 
a number of schemes to help this segment of the 
rural population. For example, the fourth plan 
target of setting up Small Farmers Development 
Agencies in 46 selected areas in the country has 
been met. The scheme, whose emphasis is on im-, 
proving agriculture through supervised credit, seeks | 
to help potentially viable farmers with holdings of* 
between one and three hectares. The marginal 
farmers (with holdings up to 1 hectare) and) 
agricultural labourers (generally with a homestead) 
and deriving more than 50 per cent of their income: 
from agricultural wages) are being helped through) 
the Marginal Farmers and Agricultural Labourer 
Agencies which are now in operation in 41 selected’ 
areas. The scope of these two schemes will be 
extended to cover more and more areas in the 
fifth plan. In addition, there is a programme of 
rural works in 54 selected areas under the Drought 
Prone Area Programme which seeks to relieve the 
economic distress caused by drought conditions. 
The Integrated Dry Land Agricultural Development 
Programme covering 24 pilot projects seeks to deal 
with problems of low productivity and high in- 
stability of yields in dry-land agriculture by increased 
research on problems of dry farming. In addition, 
a crash scheme for rural employment has been im 
operation since 1971. The principal task in the 
fifth plan will be to integrate these schemes into the 
over-all development strategy for agriculture and 
rural areas. Experience shows that, in order t@ 
realize the full potential of these programmes, it is 
necessary simultaneously to emphasize institutiona!! 
reforms, including reform of the tenancy system. 


(d) Industrial development 


The fourth plan had an average annual growth 
rate of 8-10 per cent as its target for industria: 
production. Unfortunately, there are indicatio 
that this target will not be met. The rate of growt 
was 4.8 per cent in 1970, but it declined to 2. 
per cent in 1971. In 1972, there was a welcomi 
reversal of this trend, and production increased b 
7.1 per cent. A large number of industries, suc 
as cotton textiles, mining and quarrying, iron an 
steel, and railroad equipment, contributed to thi 
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recovery. However, largely because of an acute 
shortage of power which developed in the later part 
of 1972, this recovery could not be sustained into 
1973. In fact, due to the adverse effects of power 
cuts in the first three months of 1973, the index 
for 1972/73 showed only a minor increase com- 
pared with the growth rate of 4.5 per cent in 
1971/72. The shortage of certain agricultural raw 
materials, such as vegetable oilseeds, also affected 
the growth of certain industries. There are indica- 
tions that industrial production in the first half of 
1973 may not have been greater than that of the 
first half of 1972. However, with the cessation of 
power cuts in most parts of India, the favourable 
outlook for the availability of principal agricultural 
raw materials, such as cotton, jute and vegetable 
oilseeds, and the continued boom in the export de- 
mand for products of the cotton textile industry, it 
is reasonable to expect that there will be a recovery 
in industrial production during the later part of 
1973. 


A significant event in 1973 was the Govern- 
ment’s announcement of a modified industrial licens- 
ing policy. In order to end unnecessary uncer- 
tainty, the Government has abolished the distinction 
between core and heavy investment sectors and has 
published a consolidated list of industries which are 
open for the participation of larger industrial houses 
as well as branches and subsidiaries of foreign firms. 
The list includes core industries of importance to 
the national economy in the future, industries that 
have direct linkages with such core industries, and 
industries with a long-term export potential. At the 
same time, the definition of larger houses contained 
in the Industrial Licensing Policy, 1970, has been 
modified to bring it into conformity with the defini- 
tion contained in the Monopolies and Restrictive 
Trade Practices Act, 1969. Thus, hereafter, for 
purposes of the Industrial Licensing Policy, larger 
houses are those undertaking whose assets, together 
with the assets of interconnected undertakings, are 
not less than Rs 200 million. In order to restrict 
the entry of large undertakings into areas that are 
primarily meant for small, medium and new entre- 
preneurs, it has been decided that the exemption 
limit from licensing provisions, which now applies 
to substantial expansions and new undertakings up 
to Rs 10 million by way of fixed assets, will not 
apply to existing licensed or registered undertakings 
that have fixed assets exceeding Rs 50 million. The 
existing policy of reservation for the small-scale 
sector will be continued, and it is proposed to ex- 
pand the area of such reservation, consistent with 
the performance and potentialities of the small-scale 
sector. More recently, the Government has an- 
nounced new streamlined procedures to reduce 
delays in the processing of applications for indus- 
trial licences etc. 


(e) Foreign trade and payments 


India’s exports (including re-exports) totalled 
Rs 19,610 million in 1972/73, showing an increase 
of Rs 3,630 million or about 22 per cent over ex- 
ports in 1971/72. The rate of growth of exports 
was 4.1 per cent in 1969/70, 8.6 per cent in 
1970/71 and 4.7 per cent in 1971/72. However, 
it is to be noted that exports for 1969/70 are not 
comparable with those of 1970/71 to 1972/73 
since, with effect from 1 November 1970, exports 
came to be recorded on the basis of the provisionally 
passed shipping bills with adjustment for shore and 
shut out shipments as opposed to the previous 
system of compilation on the basis of finally passed 
shipping bills. The Government has decided to 
revert to the old system with effect from 1 April 
1973. 


While exports increased by 22 per cent in 
1972/73, imports declined from Rs 18,245 million 
in 1971/72 to Rs 17,767 million or by 2.6 per 
cent. As a result of a rapid increase in exports, 
the country recorded for the first time a trade 
surplus of Rs 1,840 million, as against a deficit of 
Rs 2,160 million in 1971/72. Thus, India’s 
balance of trade showed an improvement of Rs 
4,000 million. In analysing India’s export trends, 
it is necessary to bear in mind that aid-financed and 
presumably largely non-recurrent exports to Bang- 
ladesh played an important role in boosting exports 
in 1972/73. However, exports increased by an 
impressive 15.2 per cent in 1972/73, even if exports 
to Bangladesh are excluded from both the 1971/72 
and the 1972/73 statistics. Leather and leather 
manufactures, cotton textiles, oilcake and tobacco 
made the most important contribution to the in- 
creased export effort in 1972/73. There was also 
a significant increase in the exports of marine pro- 
ducts, coffee and cashew kernels. 


However, since a large part of the increase in 
export earnings (if exports to Bangladesh are ex- 
cluded) in 1972/73 reflected better unit values 
rather than higher volume (perhaps connected with 
the international commodity boom), the 1972/73 
export performance cannot be taken as definitive 
evidence of a new favourable trend. Indeed, on 
account of increased prices for petroleum, non- 
ferrous metals and iron and steel, and increased 
imports of food, the import bill in 1973/74 is 
likely to increase significantly, with a consequent 
deterioration in the balance of trade. 


(f£) Money and prices 


While sluggishness of agricultural production 
is no doubt a major factor in the current inflationary 
situation that prevails in the country, the unexpected 
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expansion of budgetary deficits and money supply 
with the public in the last two years has aggravated 
the pressure on prices. The 1972/73 fiscal year 
witnessed an increase of Rs 11,430 million in money 
supply with the public, compared with an increase 
of Rs 9,520 million in 1971/72. The increase in 
monetary expansion in 1972/73 was primarily due 
to a net increase in bank credit to the Government, 
which worked out at Rs 12,910 million. Of this, 
Rs 8,000 million represented the net increase in the 
Reserve Bank of India’s credit to the Government 
and Rs 4,910 million represented commercial banks’ 
investment in central and state government securi- 
ties. While the expansion in total net bank credit 
to the Government in 1972/73 was larger than in 
1971/72, the net bank credit to the commercial 
sector registered a nominal contraction of Rs 40 
million as against an expansion of Rs 760 million 
in 1971772. 


While the yearly data indicate that net bank 
credit to the commercial sector played a minor role 
in the expansion of money supply in 1972/73, 
the data on growth of bank credit for the busy 
season of 1972/73 suggest that growth of bank 
credit to the commercial sector was a significant 
factor in adding to monetary outlays in the economy 
in the later part of 1972/73. The expansion in 
bank credit during the busy season of 1972/73 was 
as much as Rs 8,840 million, which was about 2% 
times the increase in bank credit in the preceding 
busy season. 


The onset of the 1973 slack season did not see 
any abatement in the expansion of bank credit. 
Between 27 April 1973 and 25 May 1973 (ie. 
prior to the imposition of the latest credit curbs by 
the Reserve Bank of India) bank credit further ex- 
panded by Rs 1,174 million. Excluding food pro- 
curement advances, expansion in bank credit 
amounted to Rs 162 million at a time when there 
should normally be a return flow of funds to the 
banks. For instance, such a return flow amounted 
to Rs 420 million in the first month of the 1972 
slack season. Moreover, the commercial banks 
increased their borrowings from the Reserve Bank 
by Rs 840 million between 27 April and 25 May 
1973, whereas, in the corresponding period of the 
previous year, the banks’ recourse to accommoda- 
tion from the Reserve Bank was barely Rs 33 
million. This is the background to the Reserve 
Bank’s decision at the end of May 1973 to increase 
the bank rate from 6 to 7 per cent, increase the 
statutory cash ratio from 3 to 5 per cent, increase 
the net liquidity ratio from 37 to 39 per cent and 
prescribe a minimum lending rate of 10 per cent on 
lending other than specifically exempted categories. 
Subsequently, the net liquidity ratio was raised to 
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40 per cent and the statutory cash ratio to 7 per cent, 
thereby immobilizing over Rs 4,000 million of the 
commercial banks’ cash reserves. The minimum 
lending rate has recently been raised to 11 per cent. 
The Reserve Bank’s credit policy for the current 
busy season envisages an expansion of bank credit 
to the commercial sector of about one-half of the 
expansion that took place in the 1972/73 busy 
season. 


(g) Public finance , 


Since 1971/72, government deficits have 
exerted the most important influence on the growth 
of money supply with the public. The Central 
Government’s budget for 1972/73 provided for an 
increase of 25 per cent in the public sector plan 
outlay in the Central sphere. However, during the 
course of the year there was an unexpected increase 
in outlays on drought relief and the emergency 
programme for increasing agricultural production. 
Thus, notwithstanding the buoyancy of revenue re- 
ceipts, the year ended with a much larger deficit 
than had originally been anticipated. Taking both 
the Centre and the States, the deficit financing in- 
creased from Rs 7,100 million in 1971/72 to Rs 
8,480 million in 1972/73. 


Against the background of severe inflationary 
pressures in the economy, the Central budget for 
1973/74 sought to limit deficit financing both by 
controlling expenditure and levying fresh taxes. 
Thus, in contrast to the enlargement of expenditures 
that took place in 1972/73, the Central budget for 
1973/74 implied a reduction of 2.5 per cent in total 
expenditure compared with the revised estimates for 
1972/73. Development expenditure, which had 
increased by 29 per cent in 1972/73, was expected 
to increase by 1 per cent, while non-developmental 
expenditure was expected to decline by about 6 
per cent. The tax proposals in the Central budget 
were designed to yield Rs 2,920 million (Rs 2,500 
million net of States’ share), and, as a result, it was 
intended to keep the budget deficit to the low figure 
of Rs 850 million. However, this figure did not 
allow for the likely increase in expenditure arising 
out of the recommendations of the Third Pay Com- 
mission, and it was envisaged that, after allowing 
for this expenditure, the year would probably end 
with a deficit of Rs 2,500 million. Since then there 
has been a further unexpected increase in expenditure 
on account of food subsidies, special assistance to 
States and expenditure on drought relief. In the 
face of this disturbing trend, the Central Govern- 
ment announced in August 1973 a cut of Rs 4,000 
million in its expenditure. 
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Problems and prospects 


: The year 1973/74 happens to be the last year 
of the fourth plan. Unfortunately, on account of 
_ prevailing inflationary tendencies, developmental ex- 
penditure in 1973/74 was fixed at a level no higher 
than in 1972/73. In the meanwhile, the Planning 
Commission is busy finalizing the details of the fifth 
plan which postulates a rate of growth of 5.5 per 
cent per annum. Agricultural output is expected to 
grow at an average anual rate of over 4.5 per cent, 
while the output of mining and manufacturing is 
expected to increase at an average annual rate of 
over 8 per cent. The rate of investment in the 
economy is expected to rise from about 13.6 per 
cent of GNP in 1973/74 to 16.5 per cent of GNP 
in 1978/79. However, it is well known that, to 
realize the growth target, the country will have to 
mobilize significant amounts of additional resources 
and to improve the working of public sector projects 
which currently yield an unduly low rate of return. 
To that end, among other things, the tax system will 
have to be reformed. The Raj Committee has made 
a number of recommendations for revamping the 
structure of agricultural taxation. One recommen- 
dation of the Committee relating to partial integra- 
tion of agricultural and non-agricultural income for 
purposes of determining the effective rates of income 
tax has already been accepted. In addition, 
stringent measures will be needed to eliminate sub- 
sidies and to control the growth of non-develop- 
mental expenditure. An effective policy to stabilize 
the cost of living would also appear to be a major 
factor in the successful implementation of the plan. 
No less urgent is the task of restoring greater viabi- 
lity to the country’s balance of payments through 
a massive increase in export earnings. 


INDONESIA 


Introduction 


Developments in the Indonesian economy 
during 1973 were dominated by international 
factors which affected the balance of payments, 
output in the oil and forest industries, rice availa- 
bility and the supply of other key commodities, and 
the level of private and public investment. Current 
indications are that GNP in constant prices will 
have grown by more than the 7.0 per cent attained 
in 1972. Exports, imports, and government re- 
venues will all have reached record levels and 
foreign exchange reserves will have increased. 


Government revenue for fiscal year 1973/74 
is likely to exceed that of 1972/73 by 50 per cent, 
mainly as a result of the improved export and im- 
port performance. Money supply and investment 
expenditure in the public and the private sectors 


have increased sharply. Inflation since September 
1972, when the shortfall in the dry season crop of 
that year began to take effect, has been markedly 
higher than in the period 1969 to mid-1972, al- 
though the rate of increase has declined in recent 
months. 


TABLE II-2-11. INDONESIA: 
ECONOMIC INDICATORS 


SELECTED 


Percentage change over preceding year 


1970 1971 1972 1973 


GNP! in°realterms 2 1 & 6.3 6.9 7.0 TAD 
Consumer prices” . . . 9.0 3.0 26.0 20.0° 
EX DOltsraat meme Tale eaten ken co) 14 S44 17.0% 
Imports, Bie. eeottas RA the | IAG es) 16.3 TALS: 
Money, supply @ cee sei) eo 40 29.6 50.7 34.28 
Government budget surplus 

(billion rupiahs) . .. 6.1 6.1 0.4 59.9' 
Sources: Various official publications. 

* Estimate. 


» Jakarta index only. 

© First ten months of 1973. 

“Provisional figure for first three quarters of 1973. 
Figures in the text on the balance of payments refer 
to fiscal not calendar years. 

* Provisional figure for September 1973. 

* First half of fiscal year 1973/74. 


Recent economic developments 


(a) Economic growth and output 


Current indications suggest that the growth in 
real GNP will have at least equalled and perhaps 
exceeded the rate of 7.0 per cent attained in 1971. 
If so, this will be the third year in which Indonesia 
has sustained a growth rate in real per capita income 
in excess of 4.0 per cent. This continued solid 
performance of the Indonesian economy was partly 
the result of buoyant export demand and a high 
level of investment activity. 


Agricultural developments were dominated by 
the set back to the growth of rice output suffered 
in the second half of 1972 and the consequences 
that followed. For the period 1965-1971, the 
food crop output registered an annual average 
growth of roughly 3.5 to 4.0 per cent. Then, in 
the months of June to October 1972, rainfall was 
about half the normal level in Sumatra and Kali- 
mantan and even further below normal levels 
throughout the rest of the country. As a result, 
food output was 4 to 5 per cent below normal in 
calendar year 1972. Rice output was most affected, 
but maize, cassava, sweet potatoes, and soya been 
output also declined. 


The relative shortage in food supplies led to a 
reversal of the declining trend in agriculture’s terms 
of trade with the rest of the economy. To some 
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extent this mitigated the impact of reduced output 
on the rural population. The continued supply of 
rice in kind to government employees also cushion- 
ed the impact of food price increases on civil 
servants. The main welfare burden of the shortage 
in food supplies has been borne by the urban popu- 
lation other than government employees. 


The Government’s response to the rice situa- 
tion was twofold. As a short-run measure increased 
imports of rice were obtained and for the longer 
run, measures to increase output of rice were inten- 
sified. Rice imports, which had been 0.5 million 
tons in 1971/72, rose to 1.2 million tons in 
1972/73. These imported supplies of rice held 
the increase in retail prices to between 50 and 100 
per cent of the prices prevailing before the shortage. 
Even so, these prices were still substantially below 
the landed cost of imported rice. 


Although the wet season crop of 1972/73 was 
delayed, the 1972 dry season being drier and larger 
than normal, the crop now appears to have been a 
good one. Current estimates indicate that total 
1973 rice output may be as much as 9 per cent 
above that of 1972. 


Several factors have contributed to this re- 
covery of output. First, the weather has been 
generally favourable. Secondly, the expansion and 
repair of irrigation facilities has led to increased 
supplies of water under controlled conditions. 
Thirdly, fertilizer use is on the increase. Between 
1970 and 1972, fertilizer use grew at about 25 per 
cent annually. In an effort to make a significant 
breakthrough, the Government is now programming 
for a much more rapid increase in fertilizer use than 
ever before achieved. In 1972/73, 543,000 tons 
of fertilizer were imported and imports of 866,000 
tons and 1,500,000 tons are planned for 1973/74 
and 1974/75 respectively. At the same time, 
domestic production of fertilizer is expected to 
expand substantially in 1974 when the Pusri fertilizer 
plant expansion comes into production. Increases 
in supply of this magnitude will pose a challenge to 
the transportation and distribution systems, and it 
may be hard to obtain supplies on the international 
market. Nevertheless, the Government is giving 
‘ high priority to plans for the increased use of 
fertilizers. Fourthly, the price changes that have 
taken place since September 1972 have provided 
greatly improved incentives for rice farmers. 
Fifthly, improved rural infrastructure in the form 
of access roads and minor irrigation works executed 
under the highly successful INPRES programme 
(rural public works carried out at national level) 
are beginning to have a positive impact on output. 
The programme is being expanded each year. 


Part Two. Current Economic Developments 


In the longer term, an acceleration in the rate 
at which new land is being opened and developed 
in the outer islands can be expected. This is 
partly because the Government is accelerating its 
programme of transmigration and allocating more 
adequate funds to the infrastructure necessary to 
make transmigration projects viable. It is also 
partly due to the increased pace of investment in 
the outer islands, particularly in the mining, 
forestry, and estates sectors. These investments 
provide the essential infrastructure and contribute 
indirectly to transmigration and the opening up of 
new land for small-scale food-farming by creating 
a local demand for foodstuffs, and, in some cases, 
by the creation of off-season employment for small 
farmers or members of their families. There is 
considerable scope for the increased cassava, maize, 
or sorghum production as a result of these develop- — 
ments, either by inter-cropping with perennials or — 
by the introduction of non-irrigated mixed crop — 
farming. 


a 
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The manufacturing sector in Indonesia is still — 
relatively small, accounting for no more than 10.0 
per cent of GNP. In the most important industry, 
textiles, production of cloth increased by 26 per 
cent in 1972 and an even larger increase in output 
is likely to have occurred in 1973. Yarn produc- 
tion also increased by about one quarter in 1972. 
Textile exports, while small, have been growing in 
size, and their quality has been improving. Signi- © 
ficant increases in output were also secured in 1972 
tyre production and in the output of cement, crumb 
rubber, wheat flour and paper. Production in the 
small-scale and cottage industries, for which there 
are no estimates of output, also appears to have 
been expanding. In general, the prospects for the 
future expansion of manufacturing output appear 
better in 1973 than in previous years because of 
the high level of investment activity in this year. 


In the mineral sector, there were considerable 
increases in output in 1972 over 1971 for tin, 
nickel ore, bauxite and crude petroleum. Pre-— 
liminary data for 1973 suggest that, while the out- 
put of bauxite and nickel ore may even decline a 
little, the production of crude petroleum will con-— 
tinue to expand rapidly. The timber industry is 
also one which is growing at a fast pace. 


(b) Savings and investment 


In 1972, rupiah time and savings deposits rose 
by Rp 55.4 billion or 46 per cent as compared with 
a 63 per cent increase in 1971. About 80 per cent 
of time and savings deposits are held in state banks. 


In the private sector, investment approvals for 
foreign investment totalled $US 560 million in 1972 
and for the first nine months of 1973 approval 
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totalled $US 444.2 as compared with $US 418 
million in 1971. Cumulative foreign investment 
(excluding investment in the oil sector), from when 
the Foreign Investment Law was promulgated in 
1967 until 1973, was $US 3,028 million. Most 
foreign investment approvals in 1972 and 1973 
have been for projects in the industrial sector. 


There is a large discrepancy between proposed 
investment expenditure and realized investment ex- 
penditure. On the basis of scanty information, 
approximately $US 1,000 million has been spent 
under foreign investment plans up till September 
1973. Of this amount, more than half has been 
for manufacturing, a quarter for mining, and 14 per 
cent for forestry projects. Foreign petroleum com- 
panies, not included in the above figures, report 
actual investment expenditures of $US 1,041 million 
between 1968 and 30 June 1973, over $US 600 
million of which took place in 1972 and in the 
first six months of 1973. 


In the domestic investment field, 845 projects 
of a value of Rp 369 billion ($US 889 million) 
were approved between November 1968, when the 
Domestic Investment Law as promulgated, and the 
end of 1971. A further 421 projects, valued at 
Rp 298 billion ($US 718 million), were approved 
in 1972, and 291 projects with planned expenditures 
of Rp 340 billion ($US 819 million) were approved 
during the first nine months of 1973. By the end 
of April 1973, 467 of these projects were in 
operation. Domestic investment projects are con- 
centrated in the manufacturing sector to a greater 
extent than is the case with foreign investment. 
Agriculture and forestry account for most of the 
remainder. Private domestic investors have had 
only a minor role in the mining sector. 


(c) Trade and payments 


During the three years ending 1971, both 
exports and imports grew at approximately 10 to 
15 per cent annually. During those years, the 
current account deficit remained somewhat over 
$US 400 million per year, three-quarters of which 
was financed by official transfers and the remainder 
by private foreign investment. As from 1971, a 
dramatic change has taken place in the balance of 
payments situation. 


From 1971 onwards, oil exports increased 
more rapidly, partly as a result of the exploration 
activities of the late 1960s and partly because in- 
ternational prices started to rise. Similar develop- 
ments took place in the timber sector, with output 
increasing even more rapidly than in the case of oil. 
Finally, in the second half of 1972, the prices of 


most primary products started to rise, reaching 
record levels for many commodities. Prices started 
to fall in August and September 1973, but the 
Middle East situation in October caused many 
primary product prices to rise again. 


The net results of these developments was a 
sharp increase in the growth rate of export earnings. 
Net oil exports rose from $US 204 million in 
1971/72 to $US 399 million and an estimated $US 
680 million in 1972/73 and 1973/74 respectively. 
These exports are now projected at $US 1,134 
million for 1974/75, although this estimate is based 
on prices that now are likely to be exceeded before 
that year is over. In the same period, non-oil 
exports were $US 784 million, $US 974 million, and 
$US 1,711 million in 1971/72, 1972/73 and 
1973/74, respectively. Non-oil exports are pro- 
jected to rise only slightly in 1974/75 to $US 1,827 
million. Taking non-oil and net oil exports together, 
the annual growth ates of foreign exchange earn- 
ings were 40 per cent between 1971/72 and 
1972/73, 74 per cent between 1972/73 and 
1973/74, and are projected at 24 per cent between 
1973/74 and 1974/75. 


Imports over the same period also recorded 
high growth rates. They rose from $US 1,242 
million in 1971/72 to $US 1,601 million in 
1972/73 and are now estimated to reach $US.2,889 
million in 1973/74. They are projected to rise to 
$US 3,630 million for 1974/75. Annual import 
growth rates were 29 per cent between 1971/72 
and 1972/73, 80 per cent between 1972/73 and 
1973/74, and are projected at 26 per cent for 
1974/75. Heavy import demand was a_ con- 
sequence of accelerated investment activity within 
the economy, of the greater availability of foreign 
exchange, and of the sharp increase in staple imports, 
especially of foodgrains. Finally, changes in the 
cost of imports: resulting, both from the currency 
realignments (Indonesia’s imports are heavily 
weighted towards sources that effected a net appre- 
ciation of their currencies) and from world inflation, 
contributed to the rise in import expenditures ex- 
pressed in terms of United States dollars. 


The commodity composition of imports reflects 
the investment boom taking place within the 
economy. The import of investment goods and 
raw materials have increased faster than have total 
imports. Machinery imports doubled between the 
calendar years 1972 and 1973, and imports of basic 
metals have grown even more rapidly. Parallel to 
the quickening pace of activity in the economy, 
foreign official transfers plus the inflow of private 
foreign capital have increased from $US 587 million 
in 1971/72 to $US 967 million and $US 1,162 
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million in 1972/73 and.1973/74 respectively. As 
a result of all these developments in the balance 
of payments, international reserves have risen sub- 
stantially since the beginning of 1972. 


(d) Public finance 


In the public sector, direct government invest- 
ment is approximately equal to expenditure in the 
development budget. The increase in general re- 
venue, especially since late in 1972, has permitted 
development expenditures to rise even though the 
fiscal authorities have maintained their strict ad- 
herence to balanced budget principle. Development 
expenditures were Rp 187 billion ($US 450 million) 
in 1971/72 and Rp 290 billion ($US 690 million) 
in 1972/73. The latest estimate for the 1973/74 
fiscal year indicates that development expenditures 
will be about Rp 390 billion ($US 940 million). 


In the current estimate for 1973/74, it is ex- 
pected that government savings (the excess of re- 
venues over routine, or non-development, expendi- 
tures) will finance approximately Rp 185 billion, 
counterpart funds generated by commodity aid will 
finance about Rp 123 billion and the remainder 
of Rp 83 billion will be covered by project aid. 


While price increases absorbed part of the 
expanded development expenditures, there was a 
significant increase in the real content of the 
Government’s development efforts, especially in 
1972/73 when expenditures rose by 46 per cent. 
In that year, expenditures on irrigation, transport, 
and communication facilities accounted for 28 per 
cent of development expenditures and regional 
development projects for another 27 per cent. The 
current estimate of the growth in development ex- 
penditures in 1973/74 over the previous year is 34 
per cent. During this year, there has been an in- 
crease in funds allocated to state enterprises and 
some relative shift of emphasis to the social sectors. 
Investments of the State Oil Company, Pertamina, 
are not included in the development budget. The 
investment programme included in Pertamina’s 
budget for 1972 was $US 190 million, and invest- 
ments of $US 249 million are scheduled for 1973. 


(e) Money and credit 


Money supply increased by 49 per cent in 1972 
compared with an increase of 30 per cent in 1971. 
For the first time since 1969, the money supply as 
a whole grew faster than did time and savings de- 
posits as a consequence of efforts made to discourage 
the growth of inter-bank time deposits. The in- 
crease in over-all liquidity in 1972 was a result of 
large increases in official international reserves, of 
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the extension of further credit to state enterprises 
and to the private sector, and of an increase in net 
credit to BUL. Usually, the movement in official 
foreign exchange reserves exercises a negative in- 
fluence upon the money supply. 


During 1972, total bank credit including credit 
to the Government and to BUL expended by 24 
per cent as compared with an increase of 49 per 
cent in 1971. Money supply grew more rapidly 
in 1972 and 1973 than the authorities would have 
liked. An important reason for this was the export 
boom. The monetary authorities have few instru- 
ments with which to mitigate the effects of a rapid 
build-up of net foreign assets. Moreover, from 
mid-1972 onwards, the increase in export proceeds 
was reinforced by a significant inflow of short-term 
credit, leading to further monetary expansion and, 
later, to additional imports. The upsurge in im- 
ports helped cushion the domestic inflation, but this 
influence was offset by the fact that import 
prices were also rising. The monetary authorities 
kept a tight rein on domestic credit, but could do 
little about the contribution of net foreign assets to 
money supply growth which contributed to the pres- 
sure on domestic prices. 


(f) Prices and cost of living 


Inflation in late 1972 and 1973 was a result 
of the tight supply situation for a ‘number of key 
commodities, most particularly rice; of rising levels 
of public and private investment within the 
economy; of the net affects of international trade; 
and of the increases in the money supply. Of 
course, not all of these factors were independent of 
one another. 


The shortage of domestic rice supplies relative 
to demand at prevailing levels of income was 
aggravated by the world rice shortage. The 
Government mounted a vigorous import programme 
as soon as the disappointing results of the 1972 
dry season crop became apparent. It found itself 
faced, however, with similar supply situations in 
almost all major rice-preducing countries. As a 
result, rice prices rose sharply on the world market. 
At times it was difficult to secure sufficient rice. 
The Government imported 1.2 million tons in 
1972/73 and is to import approximately 1.4 tons 
in 1973/74. These supplies were placed on the 
domestic market at prices that entailed subsidies. 
While increased imports have dampened pressures 
for price increases, they have not been. sufficient to 
prevent rice prices attaining levels 75 to 100 per 
cent above those prevailing before September 1972. 
The effects of increased rice prices spread through- 
out the economy via their impact on wages. 
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Project aid, private and foreign investment, 
and domestically financed development expenditures 
have been increasing during the first plan period, 
with levels of disbursements higher in each succeed- 
ing year. Nevertheless, the Government has con- 
tinued to follow a balanced budget policy, allocating 
the large increases of revenues over those anticipated 
in the 1973/74 budget to additional expenditures. 


International trade contributed to the price 
increases of 1973 through both the export and the 
import sides of the balance of payments. The 
sharp rise in export proceeds has increased incomes 
and expenditure in the economy, with accompanying 
multiplier effects, while rising import prices have 
contributed to the costs of both consumption and 
production. 


As measured by the main indicator of the cost 
of living (the Jakarta index of 62 commodities), the 
combined result of the above factors was a rise in 
prices of 26 per cent during the calendar year 1972 
and a further 20 per cent during the first ten months 
of 1973. Over the twelve months from October 
1972 to October 1973, the increase in prices has 
exceeded 40 per cent. This compares poorly with 
the relative stability of prices in the calendar year 
1971 when the index rose by only 3 per cent. 


Major policy developments 


There were no major policy changes during 
1972 or in the first ten months of 1973. However, 
there have been a number of modifications designed 
to improve the execution of the major policies 
followed by the Government. 


Throughout the international monetary crisis, 
exchange rate alterations have been made with a 
view to eliminating any overvaluation of the rupiah, 
but these exchange rate changes have been made in 
such a way as to minimize any loss of business con- 
fidence caused by the devaluation. In this, the 
Government has been successful. Weighing the 
exchange rate changes of both Indonesia and its 
trading partners that have taken place since August 
1971 by import shares, there had been a deprecia- 
tion of 21.6 per cent by September 1973, expressed 
in the local currency cost of foreign exchange. This 
exchange rate adjustment has had a constructive 
effect, cushioning the demand for imports created 
by the expansionary developments outlined above 
and increasing the competitiveness of a number of 
Indonesia’s exports. 


In the banking system, the interest rate struc- 
ture has been simplified and interest rates were 


reduced in May 1972 and again in April 1973. 
Together with changes in interest rates abroad, these 
changes have significantly reduced the extent to 
which Indonesia can be, characterized as a high 
interest rate economy. Over the same period, there 
have been two major institutional improvements in 
the banking system. First, there has been a major 
effort to improve the management of the state 
banks, including the infusion of new capital where 
necessary. Secondly, a number of new financial 
institutions have been authorized. These have been 
of both the development bank and merchant bank 
type. In addition to providing a number of finan- 
cial services that were previously not available in 
Indonesia, it is expected that these institutions will, 
as they grow, contribute to the development of 
money and capital markets in Indonesia. 


A major reform of investment approval pro- 
cedures, designed to streamline and expedite the 
process of making investments, was implemented in 
June 1973, with the establishment of the investment 
Co-ordinating Board. The new Board replaces the 
former Technical Committee on Capital Investment 
and its subcommittees, the Foreign Investment 
Board and the Domestic Investment Board. All 
relevant ministries are represented on the new 
Board, permitting an applicant to deal with only 
one agency in which the concerns of all ministries 
will be dealt with concurrently, instead of a 
sequentially as was‘ previously the case. The new 
Board is expected to greatly shorten the time re- 
quired to process projects and, at the same time, 
to ensure that the Government’s priorities and 
criteria are more consistently applied. 


In the fiscal field, the review of import tariffs, 
which is aimed at simplifying the rate structure and 
lowering the level of rates, has been in progress for 
several years. In this regard, a major step forward 
was taken with the introduction of the Brussels 
Tariff Nomenclature early in 1973. The burden of 
personal income taxes was reduced in both 1972 
and 1973 by an increase in the exemptions per- 
mitted and by a change in the structure of tax 
brackets. Efforts to improve tax administration 
have been increased, with positive results already 
apparent. 


Problems and prospects 


At present, the Government is in the final 
stages of preparing Indonesia’s second five-year 
development plan which will guide economic policy 
for the five years starting in April 1974. Funda- 
mentally, the second plan will represent a continua- 
tion of the development programme embodied in 
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the first plan, seeking to consolidate and extend the 
development process already initiated. However, 
the second plan will call for an accelerated rise in 
the level of development activities. It will also 
provide for several important relative shifts in 
emphasis. These shifts in emphasis will not re- 
present a change in priorities as such, but will rather 
be the consequence of tasks that have been com- 
pleted during the first plan. There will be more 
new additions to infrastructure relative to the re- 
habilitation of pre-existing capacity, and there will 
be a relative increase in the funds allocated to the 
important social sectors of health and education. 
Throughout all aspects of the plan, there will be 
an enhanced emphasis on increased creation of 
employment opportunities with the provision of 
appropriate incentives to encourage the use of 
labour-intensive technologies where possible. Final- 
ly, the plan will place great stress upon regional 
balance and integration of the national economy. 


IRAN 


Introduction 


Iran’s growth rate, which was slightly over 
14 per cent in 1971 and 1972, sharply accelerated 
to 30.3 per cent in 1973. The rate of inflation 
also showed a rise from 6 per cent in 1971 and 7 
per cent in 1972 to 15 per cent in 1973. However, 
in view of the rapid increase in real GNP, the 
problem of inflation was not serious. 


The major impetus to growth came from the 
oil sector. A rise in the exports of this sector 
together with an improvement in its export price 


TABLE II-2-12. Iran: 
1968 
GNP? (billion rials)... ar 759.2 
Capital formation” (billion rials) ate 165.1 
Saving/GNP ratio . . Ss 21.1 
Industries and mines value- added 
(billion rials). . 102.6 


Agriculture, value- added? (billion rials) 177.9 
Imports of goods ($US million) 1,389.2 
Exports of non-oil goods ($US million) 216.9 


Exports of oil (million barrels)... 859.8 
Money supply (billion rials) . . . 87.9 
GNP price deflator . . ‘ —_ 
Consumer price index (1968 = 100) : 96.6 
Source: 


* Estimate. 
» At constant 1972 prices. 


led to a large balance-of-payment surplus; and the 
expansion of the oil sector led to a sharp rise in 
the rate of capital formation. 


The acceleration of growth is likely to continue 
in 1974. While its implications cannot be worked 
out with any precision yet, it is clear that it will 
have an important influence on the magnitude as 
well as the structure of the fifth five-year plan. 


Recent economic developments 


(a) Gross national product 


The real gross national product grew by 14.2 
per cent in 1972.1. The major contributions to this. 
growth rate came from services, industries and the 
oil sector (7.3, 3.4 and 2.6 per cent respectively). 
The contribution of agriculture was small (1.4 per 
cent): although value added in agriculture rose by 
8 per cent, its share in the GNP declined from 17 
per cent in 1971 to 16 per cent in 1972. 


The industrial sector registered a 14.8 per cent 
rate of growth in real terms. Vehicles, petrochemi- 
cals, basic metals and textiles contributed to the 
surge in industrial growth in 1972. The policy of 
industrial protection, the expansion of bank credit 
and the favourable taxation policy were the factors 
which helped to maintain the growth of the indus- 
trial sector, which, however, was held up to some 
extent by the shortage of imported raw materials. 


1 By 1972, the 12-month period between 21 March 1972 and 
20 March 1973 is meant. This period corresponds with the Iranian 
calendar year 1351. 


MAJOR ECONOMIC INDICATORS 


Percentage change over 


1971 1972 j973a preceding year 
1972 1973 
1,038.9 1,186.4 1,545.8 14.2 30.3 
234.2 276.6 360.0 18.1 30.2 
23.0 21.6 24.8 7.4 49.2 
146.7 ily AG) 198.1 16.9 > 
184.7 199.6 205.6 8.0 3.0 
2,060.9 2,570.4 4,626.7 24.7 80.0 
344.5 450.8 600.0 30.9 33.1 
1,452.4 1,647.2 na. 11.3 na. 
117.0 158.6 221.0 35.6 39.3 
— — — 7.0 15.0 
107.1 113.8 127.5 6.2 12.0 


Economic Research Department, Central Bank of Iran. 
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The oil sector? had a 13.3 per cent rate of 
growth in value added. The services sector, whose 
share in GNP rose from 42.5 per cent in 1971 to 
43.5 per cent in 1972, realized a 17.2 per cent rate 
of growth. 


Employment in services, as well as in industry, 
rose substantially, while employment in agriculture 
declined owing to the migration of agrarian workers. 
The over-all output per head rose by more than 
16 per cent in 1972. 


In 1972, aggregate consumption rose by 16.1 
per cent. The public sector, with a 28.8 per cent 
rise in its consumption expenditure, was largely 
responsible for the jump in the propensity to con- 
sume. The private sector’s consumption expendi- 
ture increased rather modestly by 11.6 per cent. 
The rapid rise in consumption expenditure of the 
public sector caused the share of this item in total 
national expenditure to rise from 78.5 per cent in 
1971 to 79.7 per cent in 1972. 


The rate of growth of gross domestic fixed 
capital formation was 18.1 per cent, and its share 
in GNP increased from 23 per cent in 1971 to 
23.8 per cent in 1972. About 61.7 per cent of 
capital formation was in construction and the rest 
in machinery and equipment. The comparable 
ratios for 1971 were 63.2 and 36.8 per cent 
respectively. Of the aggregate capital formation, 
43.3 per cent was contributed by the private sector 
and the rest by the public sector; the proportions 
did not show any change over the previous year. 


The rate of growth of exports of goods and 
services in 1972 was 6.9 per cent in real terms. 
The share of oil in the exports of goods and services 
remained almost constant at 89.8 per cent in 1971 
and 89.5 per cent in 1972. Imports of goods and 
services went up by 16.3 per cent in 1972. 


The ratio of' savings to GNP registered a 
decline from 21.5 per cent in 1971 to 20.3 per cent 
in 1972, while that of investment to GNP advanced 
from 23 per cent to 23.8 per cent over the same 
period. 


(b) Money and credit 


In 1972, total assets (and liabilities) of the 
banking system rose by 30 per cent. The growth 
of commercial and specialized bank credits to the 
private sector was the most important factor respon- 
sible for the growth of banks’ assets. 


? Including the contribution of the Iranian factors of production 
only. 


In 1972, the banking system’s credit to the 
public sector advanced by Rls 45 billion, of which 
Rls 28.1 billion went to the Treasury General. The 
increase in government debt to the Central Bank of 
Iran was Rls 28.2 billion, and the debt to other 
banks rose by Rls 16.8 billion, a large proportion 
o. which was in government bonds. In 1972, the 
public sector’s deposits with the banking system 
increased by Rls 32.2 billion. Thus, that sector’s 
net reliance on the banking system amounted to 
Rls 12.8 billion. 


The banks’ credit to the private sector increased 
by Rls 84.8 billion in 1972. The Central Bank of 
Iran, having noticed the rapid expansion of credit 
fo the private sector during the early part of the 
year, closely watched the trend of credit generation 
and allocation to that sector. Since the construc- 
tion sector had become a major recipient of credit 
and was generating inflationary pressures, the Central 
Bank of Iran first strongly discouraged the granting 
of credit for construction and, later, instituted a new 
measure whereby banks were obliged to convert 30 
per cent of their saving deposits ifto government 
bonds. This measure curbed the inflationary pres- 
sures to some extent. 


TABLE II-2-13. IRAN: CONSOLIDATED BALANCE 
SHEET OF THE BANKING SYSTEM 


{in billion rials) 


Growth 


End-year Annual 
—— —- - -- increase 1972 
1971 1972 i972 (per cent) 

FOreign. assete. 5 7) da 66.0 94.4 28.4 43.0 
Public sector credits . . 176.4 221.4 45.0 25.5 
Private sector credits . . 277.6 362.4 84.8 30.5 
Assets = Liabilities. . . 520.0 678.2 158.2 30.4 
Money supply . . . . 117.0 158.6 41.6 35.6 
Quasi-money . . += « 179.0 240.7 61.4 34.2 
Public sector deposits .  . 99.9 132.1 B22 32.2 
Foreign liabilities . . . 43.0 37.6 —5.4 —12.6 


Other liabilities. . . . 80.8 109.2 28.4 35.1 


In 1972, savings and time deposits rose by 34.2 
per cent. The rapid rate of growth of GNP, the 
extension of bank facilities to depositors, and the 
rise in the rate of interest on savings deposits con- 
tributed to this increase. Money supply increased 
by 35.6 per cent. Of the increase of Ris 41.6 
billion in money supply, Rls 24.8 billion was in 
private sector deposits and the rest was in notes 
and coins in circulation. 
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(c) Public finance » 

In 1972, the government® deficit amounted to 
Rls 58.6 billion. Government aggregate revenue 
rose by 17 per cent, while both current and deve- 
lopment expenditures increased by about 24 per cent. 


In 1972, net reliance on foreign loans was 
relatively insignificant, and the sale of government 
bonds to the non-banking sector was less than satis- 
factory due to the fall in their interest rates. Con- 
sequently, Rls 43.1 billion out of the deficit of Rls 
58.6 billion was financed by the Central Bank of 
Iran and other banks. Net utilization of foreign 
loans and the sale of bonds to the non-banking 
sector only covered Rls 10.7 billion and Rls 4.8 
billion respectively of the government deficit. 


3 Consisting of the Treasury General and the Plan Organization. 


(d) External trade and payments 


Although foreign exchange receipts grew faster 
than payments, the current account had a deficit of 
$US 165.2 million in 1972. Nevertheless, foreign 
assets showed an increase of $US 492.9 million. 
When the United States dollar was devalued in 
1972, the Government of Iran raised the dollar 
value of the rial by about 11.1 per cent in order to 
combat domestic inflation. This was also justified 
by the fact that GNP had risen at a substantial rate 
during the previous two years and the balance of 
payments had experienced significant surpluses in 
1971 and 1972. To protect exports from the effects 
of revaluation, the Government provided safeguards 
so that any losses incurred by exporters could be 
compensated from the 1973 budget. 


FISCAL SITUATION OF THE GOVERNMENT 


(in billion rials) 


TABLE [J-2-14. IRAn: 
1968 
1. “Revenue . oer 127.3 1 
2. Current expenditures 98.8 1 
3. Savings (1—2). . 2 28.5 
4. Development expenditures . 69.9 
5. Deficit (3—4) 41.4 


Source: 


In 1972, receipts from the oil sector amounted 
to $US 2,536 million, of which $US 2,247 million 
(88.6 per cent) was from the Oil Consortium and 
the rest from the joint-venture companies and the 
sale of foreign exchange by these companies and 
the Consortium to the Central Bank of Iran. Re- 
ceipts from exports other than oil amounted to 
$US 403.3 million. Receipts from services rose 
by 32 per cent and amounted to $US 336.7 million 
in 1972. 


In 1972, payments for goods, increasing by 
16.5 per cent, amounted to $US 2,990.4 million, 
of which $US 1,569.2 million was for private 
sector imports and the rest for public sector imports. 


1969 


14.4 


The Treasury General and Plan Organization. 


Annual 


Growth rate average 


1970 1971 1972 1972 growth 
(%) 1968-1972 
(%) 
Vj2i3 258.9 302.1 16.7 22.9) 
135.2 176.7 218.3 23.5 21.6 
37.1 82.2 83.8 ns) 26.7 
96.6 ley 142.4 PENT 2G 
59.5 32.9 58.6 78.1 15.7 


Sale of foreign exchange for services amount to 
$US 509.4 million, implying a 14.6 per cent rate of 
growth. The surplus on the capital account 
amounted to $US 592 million. Utilization of 
foreign long-term loans and credits amounted to 
$US 977.6 million, while $US 455.2 million was 
used for the repayment of foreign loans. 


Exports of goods, excluding oil and gas, con- 
tinued to rise. The exports of new industrial goods 
contributed to the expansion of exports in 1972. 
Imports of consumer goods rose by 37.2 per cent 
owing to the relaxation of restrictions and the reduc- 
tion of their commercial profit taxes. 


TABLE [J-2-15. IRAN: FOREIGN EXCHANGE RECEIP’.S AND PAYMENTS 
(in million US dollars) 
1968 1969 1970 1971 1972 
Current foreign exchange receipts . 1,325.1 1,518.7 1,690.1 2,733.5 3,337.2 
Growth rate (percent). . . . 207, 14.6 LES 61. 22.1 
Current foreign exchange payments —1,804.7 —2,072.2 —2,365.1 —3,014.8 — 3,502.4 
Growth rate (per cent). . . . 30.0 14.8 14.1 27D 16.2 
Net current account . —479.6 —553.5 —675.0 —281.3 —165.2 
Net capital account . 384.1 398.8 413.4 667.8 592.0 
Errors and omissions —4.2 0 0 —24.4 4.2 
Basic balance Ee —99.7 —154.7 —261.6 362.1 431.0 
Non-recurrent transfers . 0 83.8 21.8 116.7 61.9 
Over-all balance . ‘ —99.7 —70.9 —239.8 478.8 492.9 
Changes in foreign assets 99,7 70.9 239.8 —478.8 —492.9 
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(e) Prices 


The substantial rise of the domestic aggregate 
demand was combined with inflationary pressures 
from abroad in 1972. As a result, the wholesale 
and the consumer price indices rose by about 5.7 
and 6.3 per cent respectively. The impact of im- 
ported inflation on the Iranian economy, where the 
ratio of imports to GNP is substantial, is far-reach- 
ing. Thus, the import price index in Iran rose by 
about 9.9 per cent in 1972. The cost of production 
in industries dependent on imports rose as a result. 


Iran’s export price index rose by 16.1 per cent 
in 1972. The exports which depended on imports 
were not immune to imported inflation. In order to 
fight inflation emanating from the domestic as well 
as foreign sources, the rial was revalued by about 
11.1 per cent in terms of the United States dollar. 


TABLE II-2-16. IRAN: AVERAGE ANNUAL 
CHANGES IN THE WHOLESALE PRICE INDEX 


(in percentages) 


ee 1971 1972 

Generalsindex® seem 2h y. 100.0 val 5.7 
Home produced and consumed 

POOUS., Gh cae h Ie ty Me 78.1 7.8 4.3 

Imported goods . .. . TAZ 4.1 9.9 

Exported’ goods.) an acy, 5.9 16.1 


The rate of inflation differed from sector to 
sector. The construction sector, where excess de- 
mand was significant, experienced the highest price 
rises. The high rate of investment in this sector 
and the shortage of construction materials aggravat- 
ed the price rise in this sector. The wholesale price 
index of non-metallic building materials rose by 
about 11.9 per cent and the index of house rents 
advanced by about 8.6 per cent in 1972. 


TABLE II-2-17. IRAN: AVERAGE ANNUAL 
CHANGES IN THE CONSUMER PRICE INDEX 


(in percentages) 


pened 1971 1972 
General\andex..,° Jie Nee. 100.00 55 6.3 
Food Fite, Sees aol a 43.24 9.7 6.4 
Clothing: Ae, Mareen. Gycuak. 12.50 3.2 5.5 
EOSIN gE a aan” ose 12.06 2.9 8.6 
House-furnishings . . . . 6.37 1.1 9.9 
Other, <2. ete ee ee eee 25.83 17 4.7 


Ne ee 


Major policy developments 


The accelerating growth of Iran’s economy has 
created unforeseen opportunities as well as posed 
unusual problems for the Government. It has 
generated a strong investment boom whose continua- 
tion is encouraged by the Government. However, 
the inflationary forces that it has released continue 
to cause concern. It was largely this concern that 
led to the revaluation of the rial in 1972; in 1973 
it led to selective controls on bank credit. The 
rates of interest were raised, a ceiling was placed on 
credit to the private sector, and legal reserve re- 
quirements were raised. 


While buoyant revenues made the Government 
substantially independent of loans in 1971 and 1972, 
its development expenditure ran ahead of income 
in 1973, and a budget deficit of Rls 58.6 billion had 
to be financed. The demand for investment funds 
being high, insufficient private savings were forth- 
coming for the net purchase of government bonds, 
and the major part of the budget deficit was financed 
by the banking system, thus contributing to inflation. 
However, the inflationary impact of the budget is 
likely to go down soon, since oil revenues will be 
considerably higher in 1974. 


In 1973, the balance of payments is estimated 
to have improved by Ris 43 billion, and net foreign 
assets to have increased by Rls 100 billion. This 
led to exchange liberalization aimed at the entry of 
Iran into the international capital market. The 
measures introduced by the Central Bank on 10 and 
14 January 1974 permitted a free market in foreign 
exchange for current transactions. 


Problems and prospects 


The fifth development plan, launched in March 
1973, aimed at raising Iran’s per capita income to 
$US 2,000 a year by 1978. It is likely to prove 
conservative. Income from the oil sector was pro- 
jected at $US 24.5 billion in the entire plan period; 
it is likely to be $US 22 billion in 1973 and 1974 
alone. It is clear, therefore, that the fixed capital 
formation can be raised far above the Rls 2,461 
billion envisaged in the plan. 


This dramatic increase in Iran’s investment 
capacity will create serious problems of investment 
strategy. The plan emphasized social and rural in- 
vestment as a means of reducing the disparities 
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generated by rapid economic growth, and the social 
aspect of development will continue to receive 
priority. The likely rise in investible resources is 
of such a magnitude, however, that it makes it pos- 
sible to think in terms of a radical change in the 
structure of the economy. It will permit a new 
strategy of industrial diversification, while, at the 
same time, a massive investment programme will 
make a labour shortage a serious possibility, and it 
becomes important to choose industries that would 
make the largest contribution to the country’s growth. 
The choice itself is not very difficult as the pattern 
of specialization for Iran is indicated by its abundant 
reserves of oil, which most of the world is going to 
be increasingly short of. However, detailed and 
rigorous planning will be required to ensure that the 
optimum pattern of industrialization emerges. 


The acceleration of investment, together with 
the improvement in the balance of payments, has 
already begun to generate inflationary pressures. 
They are likely to intensify and to call for active 
policy measures. The main thrust in 1973 was left 
to monetary policy, but other policy instruments may 
have to be activated in 1974. 


JAPAN 


Introduction 


Japan was affected by the dramatic develop- 
ments which took place in the world economy in 
1973, and a variety of policy adjustments occurred 


TABLE IJI-2-18. JAPAN: 
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in response to resource shortages and related in- 
flationary developments. As a result of external 
factors, Japan appreciated the exchange rate in early 
1973 by about 10 per cent, allowed it to depreciate 
gradually later in the year following a heavy loss 
of foreign exchange reserves of about $US 4 billion 
and, finally, withdrew Central Bank support to let 
the yen depreciate further in relation to the dollar 
by 6.57 per cent in early 1974. At the same time, 
restrictive monetary and fiscal measures that sought 
to ease inflationary pressures brought about a 
slowing down in the rate of expansion in the in- 
dustrial sector. 


Recent economic developments 


(a) Trends in aggregate output 


Japan’s economy expanded rapidly during 
1972. This expansion continued until the first 
quarter of 1973 but tended to slow down during 
the second and third quarters. The rates of growth 
of real GNP in the last three quarters of 1973 were 
3.3, 1.5 and 0.5 per cent, respectively. The index 
of industrial production moved similarly, with rates 
of growth of 6.7, 3.5 and 1.7 per cent for the same 
respective quarters. The reduction in the rates of 
increase of public investment and exports was parti- 
cularly noticeable, although private fixed investment 
kept growing as a result of the shortage of produc- 
tive capacity, especially in manufacturing. Recent- 
ly, however, investment activity, in terms of the 
volume of orders for machinery and equipment for 


POTENTIAL AND ACTUAL GNP AND TRADE DATA 


(at seasonally adjusted annual rates in 1965 prices)* 


Pisa 1972 (quarters) - 1973 (quarters) 1971 1972 1973 
quarter) 1 2 3 4 1 2 3 (fiscal) (fiscal) (fiscal) 
1. Potential real GNP 65.76 67.13 68.50 69.85 71.34 72.98 74.69 7643s. 165,07 70.6h5% ies 


C2sE a A (2305 


Be EREATGNR Ree lee 60.45 62.12 64.52 

(-0.3) (2.8) (3.9) 

« (GNP gop d—2)i 0 obs 5.31 5.01 3.98 

4. GNP gap (4%) . a. 8.10 7.50 5.80 

5. Exports of goods and services’. 9.96 9.93 9.74 

(-2.7) (-0.2) (-2.0) 

6. Imports of goods and services® . 7.69 Vdd 7.83 

(0:3): =) * (0:8); FeaGh@) 

Net exports of goods and services* 22670 28 1.91 

Net exports of goods and services 

Chilton RUS Ce ii Cou ean 6.93 7.08 6.30 

Source; Japan Economic Research Centre (JERC). 


Note: —_ Bracketed figures are rates of change. 
* 1,000 billion yen. 

» JERC estimates. 

© Production function approach. 


* 1,000 billion yen in current prices. 


(2.0) GLE) (2b) ZO C20)" (9.6) (8.6) mee oes) 


66:50" “69:10 78355 872465 672,79 "60.73" 67.99 7a On 
HS" CS Gaye ChS ir OSes eS e7 i (E20 Cai) 


3.35 2.24 1,63 2.23 3.64 4.76 2.68 3.35 
4.80 3.10 2.20 3.00 4.80 7.30 3.80 4.30 


10.50 11.29 11.43 1135 2.90 10.00 10.74. 12.77 
(7.8). 42:3)0« (13) 9-08) 4.8% URS) 07.3) CB) 
8.44 9.04 9.83 11.38 12.32 7.76 879 12.78 
(7.9) (7.1) (8.7) (15.8) (8.3) (0.4) (13.3) (45.4) 
2.05 225 1.60 SOS ieaOA eed. 184 ene 
-1.58 6.64 6.57 


6.81 7.47 5.81 -0.11 —0.39 


SOE ERE UP th neon uae cent te eA 


ee ee eee 
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domestic use, has shown a tendency to decline. 
Private inventories, which were building up during 
the first half of 1973, fell in the third quarter as 
the result of increasingly restrictive monetary and 
fiscal policies. Another factor accounting for the 
change in business attitudes was the stagnant level 
of exports in late 1973, mostly caused by the re- 
valuations of the exchange rate in late 1971 and 
early 1972. These exchange rate alterations had 
adverse effects on labour-intensive manufacturing 
exports and were also responsible for the rapid in- 
crease in consumer goods imports and overseas 
investment. 


(b) External trade and payments 


Another feature of 1973 was the remarkable 
shift in the balance of payments situation. The 
huge current account surplus started falling in the 
second quarter and turned to a deficit of about $US 
1.6 billion (measured on an annual basis) in the 
third quarter, as compared with a surplus of about 
$US 6.8 billion in 1972. This was a result of the 
rapid rise in the volume and price of imports, 
together with the relatively slow increase in export 
earnings despite higher export prices. Outflow on 
capital account, particularly direct investment, also 
helped to increase the balance of payment deficit 
which seems likely to have reached nearly $US 8 
billion in 1973, as compared with a $US 4.5 billion 
surplus in 1972. 


As a result, there was a sharp decline in 
foreign exchange reserves from $US 18.4 billion to 
about $US 13.0 billion as of November 1973. The 
yen/dollar exchange rate, which had earlier ap- 
preciated from 308 to 265 yen and was left floating 
from February 1972, fell to about 300 yen in early 
1974. This depreciation of the rate has aggravated 
the problem of inflation by increasing import 
prices. 


(c) Prices and wages 


There have been significant increases in wage 
rates and in wholesale and consumer price indices, 
and inflation continues to be the Government’s 
major short-term policy concern. These inflationary 
pressures are attributable to (i) the rapid rise in 
import prices, (ii) excessive liquidity resulting from 
the huge dollar inflow in 1972, (iii) the extremely 
fast rate of expansion of industrial activity, which 
continued until the first quarter of 1973, and (iv) 
the relative scarcity of productive capacity in such 
sectors as cement, paper pulp, steel and electric 
power. Wholesale prices began to rise in the third 
quarter of 1972, mostly as a result of the increased 
prices of imported foods, textiles and lumber. 


Consumer prices responded, with a lag of only one 
or two quarters. The revaluation of the yen in 
February 1972 checked the rise in import prices 
to a certain extent, but the effects were swamped 
by the extremely rapid rise in world commodity 
prices. The rate of increase in consumer prices, 
which was about 5 per cent in 1972, became 10 
per cent in the second quarter and 13 per cent in 
the third quarter of 1973 by comparison with the 
corresponding quarters of the previous year. The 
rate of increase seemed likely to be still higher for 
the fourth quarter of 1973. 


Wage rates have also been rising rapidly 
because of increasing labour shortages and the 
higher cost of living. The annual rate of increase 
in manufacturing wages in 1973 was about 22 per 
cent, the highest increase recorded since 1962. 
Wage demands seem likely to intensify next year in 
view of the continued rapid rise in consumer prices 
and the difficulties associated with reduced oil 
supplies. 


Major policy developments 


There have been notable shifts in economic 
policy in Japan, from an early expansionary phase 
to increasingly restrictive policies in the face of 
rapid price increases. As observed earlier, external 
inflationary pressures coupled with strong domestic 
demand required that monetary policy become 
gradually restrictive by raising the reserve ratio and 
the official discount rate. Exchange rate policy 
moved in a similar direction with the sale of foreign 
currencies in the foreign exchange market in order 
to absorb domestic currency and to insulate the 
economy from further inflationary pressure from 
import prices. Similar restrictive measures were 
adopted in fiscal policy, such as the postponement 
of public works. 


Such policies were in contrast to the Govern- 
ment’s earlier approach which, in 1972, aimed at 
expanding the economy to restore internal and 
external balance. Three factors brought about 
these changes in 1973. First, the problem of infla- 
tion caused a more cautious approach to total de- 
mand management. Secondly, capacity shortages in 
construction and related sectors and the rapid ex- 
pansion of over-all economic activity until early this 
year brought about a kind of “demand shift” type 
inflation, with speculation in land, buildings and 
certain commodities. Unusually high liquidity, re- 
sulting from the inflow of dollars since 1971, sup- 
ported such speculation, while consumers in major 
cities purchased speculatively in anticipation of 
further price increases. Finally, because of the 
appearance of a deficit on current account, increases 
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in aggregate demand to restore external balance 
were no longer necessary. 


(a) Monetary policy 


Monetary policy, which had been expansionary 
until the second quarter of 1972, became gradually 
restrictive in the face of rising wholesale prices. 
Reserve ratios were raised in January, followed by 
a rise in the discount rate from 4.25 to 5.0 per cent 
in April. Although there was a fear that a tight 
monetary policy might lead to a revaluation of the 
exchange rate, strong inflationary trends a broad and 
similar tight monetary policies in Western countries 
have tended to weaken the yen exchange rate. 


In May, July and August, the discount rate 
was raised again to 5.0, 5.5 and 7.0 per cent 
respectively, the latter being the highest rate since 
1962. The average interest rate on loans by all 
banks also tended to rise from 6.7 in February 1972 
to 7.9 per cent as of November 1972. 


The rate of increase in the money supply, 
which was high in 1971, was also reduced because 
of the increasingly restrictive credit policy and 
because of the growing deficit in the balance of 
payments. Loans extended to private business, 
which increased by 42 per cent in fiscal 1972, 
tended to decrease during the third quarter of 1972. 


(b) Fiscal policy 


Although with a lag, fiscal policy has followed 
a similar pattern to monetary policy. The huge 
expansionary supplementary budget of fiscal 1972 
was followed by a fiscal budget for 1973 which was 
of a neutral although still welfare-oriented type. 
The rate of mcrease in general expenditure was 
about 25 per cent in excess of that of the previous 
year, but its impact on the economy was dampened 
by delaying expenditure for public works in the 
first half of the year. 


The incidence of tax rates on middle and 
lower income classes was increased, and a heavier 
rate was imposed on capital gains from land trans- 
actions by private corporations. 


(c) Exchange rate policy 


The Bank of Japan has continued to float the 
rate of the yen, with the rate tending to fall gradually 
to about 300 yen in recent months as a reflection 
of a shift of policy towards preventing a rapid fall 
in foreign exchange reserves. Some export sectors 
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have benefited from this gradual decline of the yen 
but there are also fears that inflation might be 
aggravated. 


Consequently, the Government recently eased 
certain restrictions on foreign exchange transactions, 
such as those relating to the control of non-resident 
deposits and security purchases. Such measures 
were also sought by private business so as to extend 
the use of the yen in foreign transactions and to 
promote the development of forward exchange 
market facilities similar to those in Europe. An- 
other development was the rapid increase in long- 
term investment abroad to about 8.0 billion dollars 
in 1973. The increase in foreign capital outflow 
is partly a result of earlier revaluation of the yen 
and partly the result of increasing demands for 
Japanese development of primary resources abroad. 


Problems and prospects 


Any assessment of the economic outlook in the 
immediate future has been made extremely difficult 
by the uncertainties regarding oil supplies. As a 
consequence of the likely shortage of oil supplies 
and the rise in oil prices all estimates for 1974 
have been reduced. The wide range of difference 
in view-point depends entirely upon subjective 
evaluations of future developments. Should the 
real rate of growth in the Japanese economy be 
affected, it could have serious consequences fo 
other economies. 


Table II-2-19 shows two estimates of the 
developments in the Japanese economy in 1974. 
Both are gloomy, but views vary according to 
different assumptions. Both estimates assume 
further continuation of tight monetary policies, cuts 
in public expenditures, lower personal tax reduc- 
tions and higher rates of corporate income tax. 


Several developments could occur. First, the 
fall in the rate of growth in real GNP will be greater 
as a result of restrictive government policies, 
although it should recover in the second half of the 
year. Secondly, the rate of inflation could ac- 
celerate, despite policy measures adopted, but the 
extent will depend on the degree to which the 
Government exercises the controls at its disposal. 
Thirdly, despite the probable fall in the growth rate, 
the over-all balance of payments is not likely to 
improve because of higher import prices (including 
oil import prices), the lower rate of increase in 
world trade and the continuing outflow of capital 
for the development of primary resources abroad 
for supply to Japan’s industries. 
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FORECAST FOR 1974 


(Items 1-10 in 1,000 billion yen, 1965 prices) 


Item 


Real GNP . 

Private consumption . 
Government consumption 
Private housing investment 
Private business investment . 
Government investment . d 
Change in private inventories 


Change in government inventories . 


CoN RDU AWN EE 


Merchandise exports . 


2 


Merchandise imports . 


— 
Ne 


Current balance® 


Industrial production index . 


—y 
.eS) 


Wholesale price index 


Source: Japan Economic Research Centre (JERC). 


* JERC estimates. 


Fiscal 19732 Fiscal 1974 
TERS JERCP Daiwa Co. 
73.91 ( 8.4) 6.62 aaoes) 76.42 ( 2.9) 
36.330 8:5)  S9O7L C716) « 40144008.9) 
5.04 ( 8.0) 5.41 ( 7.4) 5.22( (5.5) 
4.72 (11.3) 5.00 ( 5.9) 5.50 (14.3) 
16;sdee(TSi6 ye" TRO7 © C04) 05.74 (26.8) 
7.29 (-2.9)4 7.59 ( 4.1) 7.88 ( 3.9) 
3.03 1.16 1.11 
— — —0.03 
10.26 ( 5.3) 11.13 ( 84) 10.60 ( 3.8) 
9.60 (20.5) 9.81 ( 2.2) 9.74 ( 1.5) 
-0.39 4.30 1.40 
128.20 (109) 1302205 ( 126) 122-60,(-13) 


121.50 (18.8) 141.70 (16.6) 139.00 (13.1) 


» Japan Economic Research Centre, December 1973. 


© Quarterly model (80 equations). 
“Including inventory changes. 
© Billion US dollars. 


KHMER REPUBLIC 


Introduction 


The war continues to have severe effects on 
the country’s economy. National production has 
fallen to very low levels and this has resulted in 
serious shortages of essential supplies on the domes- 
tic market as well as a slump in export earnings. 
The transport of goods, especially rice and imported 
products, to the urban centres has also been severely 
impeded. These difficulties, added to the effects of 
substantially increased budget deficits, rapid mone- 
tary expansion and the repercussions of world in- 
flation, have since mid-1972 reinforced the infla- 
tionary pressures that were already very strong. 
Consequently, between June 1972 and June 1973, 


TABLE II-2-20. KHMER REPUBLIC: 


1971 


the cost of living in Phnom Penh rose markedly. 
Substantial foreign aid has been necessary to main- 
tain the supply of imports and the country’s foreign 
exchange reserves have been substantially depleted. 


Recent economic developments 


(a) Production 


War conditions have had drastic effects on 
most items of agricultural production. Output of 
paddy, which had been as high as 3.8 million tons 
in 1969/70, fell in successive years to only 953,000 
tons in 1972/73. The area under cultivation has 
fallen dramatically as a result of insecurity in rural 
areas and shortages of labour and draft animals. It 
is estimated that, in recent years, over 50 per cent 


SELECTED ECONOMIC INDICATORS 


Percentage change over preceding year 


Currency in circulation* (million riels) 17,310 

Consumer prices* (1969=100) . . 828 
(Phnom Penh working class) 

Exports (f.o.b.) (million $US) . . 13.1 

Imports (f.o.b.) (million $US) . . Dba 

Gold and foreign exchange reserves 
(Guillionvriels) =) Bia abeics oweeixae fs 1,890 


1972 1973 
1971 1972 1973 
22,941 30,185 49.5 32.5 31.6" 
1,095 3,296 ee 32.2 201.0° 
6.9 ee et te ATS one 
71.0 a= pod 28.9 as 
1,533 URGO ig A055 oe 89 1.7? 


Source: National Bank of Cambodia. 


4 End of December for 1971 and 1972; end of October for 1973. 


> Increase over 10 months, 1973. 
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of livestock has been destroyed through excessive 
slaughter for consumption, disease, smuggling and 
the direct effects of war. Fisheries production has 
also been considerably affected by the reduction of 
areas used for fresh water fishing by about 55 per 
cent. 


Output of secondary crops, such as maize, 
groundnut, bean, jute and cotton, has also been 
seriously affected by war conditions, although, in 
the last three years, output of some root crops 
(cassava and potatoes) has been maintained. 


Timber production also increased slightly in 
1972 to 71,845 m* compared with 69,763 m? in 
1971, but these levels of output were far less than 
the 1969 production of over 363,000 m*. Rubber 
production, which fell to 1,146 tons in 1971 from 
the level of 51,836 tons in 1969, recovered in 1972 
to 15,260 tons and further increased in 1973 to an 
estimated 23,297 tons. As a result, rubber exports, 
which were zero in 1971, recovered to 6,660 tons 
in 1972 and are expected to be substantially higher 
at 25,300 tons in 1973. 


Industrial production has been seriously upset 
by the destruction of roads, the exodus of rural 
population to the urban centres, the cutting of supply 
routes and the shortage of energy resources, basic 
materials and consumer materials. 


A large part of the country’s industrial capacity 
has been damaged or destroyed by the war. The 
phosphate factory and the paper mill have been 
completely destroyed, and the cement factory and 
the textile plant have been partly destroyed. The 
oil refinery at Kompong Som was damaged and its 
operation suspended in 1971 (the damage suffered 
amounted to about $US 2 million). Many urban 
industrial enterprises have also been gravely 
affected. Moreover, of the 1,400 rice mills and 
240 sawmills that were in operation before the war, 
only 300 rice mills and 65 sawmills are functioning 
at present. 


Disruption of the transport system has been 
very serious. It is estimated that 40 per cent of 
the road network has become virtually unusable and 
that one-third of the bridges have been destroyed. 
Road traffic between Phnom Penh and Battambang 
and between Phnom Penh and the port of Kompong 
Som, and river traffic between Phnom Penh and 
the Republic of Viet-Nam are all given military 
protection and organized into convoys. The only 
part of the railway system that is usable is the 
Pursat-Battambang-Thai border section. A _ large 
part of the supplies for current consumption in 
Phnom Penh are now transported by air. 
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However, 1973 has seen a revival of activity 
by the rubber plantation companies, although the 
resumption of work is still hesitant and will only 
contribute a maximum of about $US 10 million to 
export earnings in 1973. The work on the Prek 
Thnot dam and irrigation project was resumed late 
in the year on the completion of the pilot irrigation 
area of 300 ha. This project is being implemented 
under the auspices of the Mekong Committee with 
financial assistance from tweleve co-operating coun- 
tries. 


(b) External trade and payments 


The balance of trade has been in ever-increas- 
ing deficit since 1970. The 1970 deficit. was 
manageable within available foreign exchange re- 
serves, but those for 1971 and 1972 could not have 
been met from this source and substantial foreign 
aid was necessary. 


The balance of payments showed a total deficit 
of about $US 50 million between 1970 and 1972, 
and the position is most likely to worsen in 1973. 
Details are given in the following table. 


TABLE II-2-21. KHMER REPUBLIC: BALANCE 
OF PAYMENTS, 1969-1972 
(in million US dollars) 
1969 1970 1971 1972 

1. Balance of trade 

Exports (fob.)) . . 65.9 41.2 13.1 6.9 

Imports (f.0.b.) . . -99.2 -68.6 -55.1 —-71.0 
2. Invisibles 

Recespts.« ay awe ois xe A A 12.8 8.0 

Expenses CLS 2G ee: 2ORP a 
$3. Roregn aid 5). Gs —— — 259 72a 
4. Adjustment . . « « — — -1.3 2.9 
5. SDR allocations . : —_ — oT 2.9 

Motallttr. #5 Wea earce -3.6 -265 -12.4 
Movement of capital” 7.2 3.6 26.5 12.4 


Source: National Bank of Cambodia. 
* Headings 2, 3 and 4 combined. 


> Foreign exchange reserves, drawings on IMF, clearing 
agreement balance. 


In 1969, the last pre-war year, the decrease in 
exports resulted in a fall of $US 7.2 million in the 
reserves; at the end of 1969, they stood at just 
over $US 60 million, corresponding to about seven 
months of normal imports. 


In 1970, the year when the war began, exports 
began to decrease rapidly on account of the fall in 
production of rice and rubber as well as because 
of the transport problems that arose. Import re- 
quirements were reduced because of the suspension 
of several investment projects and the difficulty of 
sending supplies to the population in areas not con- 
trolled by the Government. 
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In 1971, exports fell to $US 13.1 million, and 
it became evident that the country needed sub- 
stantial foreign aid to support its economy. An 
agreement was therefore signed with the United 
States for about $US 80 million in aid, but for 
various reasons this could be utilized only slowly at 
first. A large part of 1971 imports were paid for 
in convertible currency and the reserves lost another 
$US 26.5 million. Towards the end of 1971, the 
Government took a number of steps to stabilize the 
national economy to some extent, the chief measures 
being the simplification of import procedures and 
the adoption of a flexible exchange rate. However, 
foreign exchange receipts from exports and invisibles 
were still far from adequate. With assistance from 
a number of countries, a multilateral “Exchange 
Support Fund” was therefore set up for the purpose 
of financing imports of essential goods and services. 


The Fund began to function in 1972 with a 
total capital of $US 35 million which included a 
contribution of $US 15 million by the Government. 
This multilateral assistance permitted imports 
amounting to $US 33.7 million which, together 
with imports obtained under United States aid, 
gave a grand total of $US 71 million for imports in 
1972. Exports in that year, however, continued to 
decrease rapidly, total earnings being only $US 6.9 
million; sufficient to cover only about one-third of 
the expenditure on invisibles. Foreign exchange 
reserves in 1972 thus fell by a further $US 12.4 
million. 


For 1973, the Fund is operating with a total 
capital of $US 35 million which is considered to 
be absolute minimum. Of this, the Khmer con- 
tribution is $US 8.5 million (of which $US 7 
million comes from drawings on IMF), that of the 
United States is $US 17.5 million, Japan $US 7 
million and Australia $US 1 million. The small- 
ness of the Fund’s resources in relation to calls on 
them has exerted strong pressure on the exchange 
rate. During the first eight months of 1973, the 
rate of exchange against the United States dollar 
declined by 38 per cent to 250 riels to the dollar. 
In October, an increase in demand for currency on 
the exchange market led to another devaluation: 
the new rate of exchange was 275 riels to the dollar. 
In the last week of October, a temporary shortage 
of currency made it necessary to devalue for a third 
time (to 302 riels to the United States dollar) as 
well as to require importers to provide 300 per cent 
cover in advance for their imports (this special 
deposit then being frozen for three months). 


Despite economic aid from the United States 
and other countries, the country’s foreign exchange 
reserves have continued to decline since mid-1970. 


These reserves stood at 3,345 million riels ($US 60 
million) at the end of 1970, 1,890 million riels 
($US 34 million) at the end of 1971, and 1,533 
million riels ($US 27 million) at the end of 1972. 
Although slightly higher at 1,560 million riels ($US 
28 million) at the end of October 1973, the like- 
lihood is that a further decline will be recorded for 
1973 as a whole. 


(c) Public finance 


Public expenditure, particularly military ex- 
penditure, continues to increase steeply. In normal 
times, military expenditure accounted for between 
22 and 25 per cent of total government expenditure, 
but, since 1970, it has accounted for 55 per cent 
on the average. Total government expenditure rose 
from 11,380 million riels in 1970 to an estimated 
48,534 million riels in 1973, but military expenditure 
rose at a faster rate, from 5,850 million riels in 1970 
to 26,073 million riels in 1973. 


By contrast, revenue has been increasing much 
more slowly, from 4,735 million riels in 1970 to an 
estimated 12,500 million riels in 1973. Thus, the 
national budget has been showing larger and larger 
deficits. It is estimated that, in 1974, the deficit 
will reach 47,000 million riels. 


In consequence, the Government resorted to 
substantial borrowing from the National Bank of 
Cambodia. These borrowings amounted to 10,107 
million riels in 1971, 16,800 million riels in 1972, 
and 10,042 million riels for the first seven months 
of 1973. Other sources of finance were counter- 
part funds arising from United States economic aid 
and the Exchange Support Fund. 


(d) Money and prices 


The financing of the budgetary deficit by 
means of advances from the National Bank of 
Cambodia brought about a large increase in paper 
money: from 17,310 million riels at the end of 
1971, to 22,941 million riels at the end of 1972 
and to 30,185 million riels at the end of October 
1973, 


This monetary expansion, together with the 
decline in domestic production (particularly of 
consumer goods), transport and supply difficulties 
and the rise in prices on the world market has 
exerted very strong upward pressure on domestic 
prices. 


In 1972, the general index for working-class 
households showed a rise of 32.2 per cent by com- 
parison with average prices in 1971. Much of this 
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increase occurred in the» second half of the year 
when the pace of inflation began to gather con- 
siderable momentum. This continued into 1973 
and, over the first 10 months of the year, the index 
rose by over 200 per cent. The rise in the food 
component of the index was 235 per cent. Thus, 
the buying power of families on fixed incomes fell 
by as much as 80 per cent. Although they have 
benefited from salary increases and cost-of-living 
allowances, allowances, all salaried employees, in 
both the public and the private sector, have seen 
their buying power fall by more than 50 per cent 
since the war began. 


Recent policy developmerits and short-term outlook 


The containment of inflaton under the exigen- 
cies of wartime conditions remains a continuing 
problem. The Economic Stabilization Programme 
introduced early in 1972 had this as its main 
objective but has been of limited effectiveness. With 
a view to encouraging savings and checking the run- 
on-bank credit, interest rates on deposits and loans 
have been progressively increased. Fixed-term de- 
posits now bear interest at 11 per cent per annum 
for 3 months, 13 per cent for 6 months, and 20 
per cent for 12 months, while the savings deposits 
rate is 10 per cent. Interest on bank loans has 
been raised to 24 per cent per annum. 


These measures have led to an increase in 
bank deposits, from a monthly average of 6,652 
million riels in 1970 to a monthly average of 11,035 
million riels in 1973 (January-October). Total 
deposits represent about one-third of the money in 
circulation. 


The Khmer Republic continues to exist under 
wartime conditions. Strong inflationary pressures, 
rapidly rising cost of living despite more goods and 
services provided by imports, a very low level of 
exports and foreign exchange earnings, and a serious 
balance of payments deficit which can only be 
partly remedied by foreign aid, remain the major 
economic problems being faced. 
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LAOS 
Introduction 


The military situation in Laos continues to 
have a dominant influence on the economy. 
Economic conditions were further aggravated by 
severe drought conditions in 1972, and the price 
of rice has risen steeply. Although the collection 
of public revenue increased as a result of the ex- 
change equalization taxes, public expenditure also 
increased, leaving a budget deficit of approximately 
14 billion kips. This was financed by counterpart 
funds from the Foreign Exchange Operations Fund. 
One encouraging development was an increase in 
manufacturing of items that could prove to have 
expcrt potential. 


Recent economic developments 
(a) Output 


Laos has no national accounts, but a recent 
estimate of the International Monetary Fund _ in- 
dicates that per capita income is about $US 120. 
Bearing in mind that nearly one-third of the popula- 
tion are refugees, this level of per capita income 
makes Laos one of the poorest countries in the 
world. 


The areas used for the cultivation of rice total 
approximately 665,000 ha. Despite the drought of 
1972, there was a slight increase in the production 
of rice compared with 1971, although the output 
of 490,000 tons was below the level of production 
obtained in earlier years. 


Unfortunately, a surplus of about 15,000 tons 
in the south of the country could not be marketed 
because of inadequate transportation facilities and 
the lack of an organized market. The drought and 
the increased number of refugees (800,000) neces- 
sitated rice imports of more than 70,000 tons. 


More than 180 minor irrigation systems are 
in use, but they irrigate only about one per cent of 
total rice lands. Double-cropping is difficult and 
the production of corn, sugarcane and vegetables 
may prove to be more profitable. 


The output of other commodities are given in the following table. 


TABLE II-2-22. Laos: 


1970 
Production 
(tons) 
Tobacco 3,800 
Coffee 3,200 
Cotton 3,000 
Maize 28,000 3 
Vegetables 


Source: Ministry of Agriculture. 


Area 


(hectares) 


6,000 
6,020 
6,000 
5,000 
1,180 


AGRICULTURAL OUTPUT — MINOR CROPS 


1971 P97 2 

Production Area Production Area 

(tons) (hectares) (tons) (hectares) 
3,900 6,200 3,700 6,200 
2,800 5,950 2,300 5,900 
3,320 6,100 2,200 6,200 
26,000 36,000 26,500 35,000 
1,190 Ane were 
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Sixty per cent of the country is covered with 
forest, and output of timber during the year 
1972/73 was 85,000 m*. In addition, 7,000 tons 
of charcoal were produced. 


Meat production does not meet domestic re- 
quirements, and more than 70 per cent of the 
animals slaughtered in Vientiane come from Thai- 
land. Livestock development programmes are not 
readily adopted by farmers who lack a basic under- 
standing of livestock farming techniques. 


The other source of protein is fish, which is 
consumed at the rate of 20 kg per capita per year. 
One thousand tons of fish are imported annually 
from Thailand. 


Industry, which is mainly concentrated around 
Vientiane, expanded considerably during 1972/73. 
An industrial zone of 200 ha has been established 
along the road leading to Thadeua, the point of 
entry into Laos of all materials and goods. New 
investments include the manufacture of flooring, a 
plywood-processing mill, a brewery and refrigerating 
plant, a cloth mill, a soap factory and a galvanized 
corrugated sheet factory. A modern slaughter- 
house is being established in Vientiane with the aid 
of 1.35 million kips from New Zealand. Invest- 
ment in industry was more than 3.5 billion kips, 
compared with 807 million kips in 1971/72 and 
692 million kips in 1970/71. These industries 
have led to the creation of 1,000 new jobs in 
addition to the employment generated by subcon- 
tracting to small independent workshops. 


Handicrafts are produced for the local market 
and for the tourist trade, but such goods are not 
sufficiently competitive to export, although silk and 
silverware are sold. 


The mining sector is the principal earner of 
foreign exchange. In 1972, 1,977 tons of tin 
concentrates were exported, the level of output in- 
creasing by 25 per cent compared with production 
in 1971. The extraction of other known minerals 
is still impossible on account of the military situa- 
tion. 


Laos possesses excellent hydroelectric potential, 
the harnessing of which would enable the country 
to supply an important amount of power to neigh- 
bouring countries. The construction of the second 
phase of the Nam Ngum project in 1975 is expected 
to bring output capacity to 135,000 kW. 


Development efforts, particularly in the agricul- 
tural sector, have been greatly hindered by the lack 
of an adequate land communication network. In 
addition, the military situation makes communica- 
tion between provinces dangerous. In all, there are 
about 6,300 km of roads, of which 12 per cent 
are asphalted. In Vientiane, the airport and the 
air terminal have been completed, and the installa- 
tion of equipment to handle larger jet aircraft is in 
progress. These developments have resulted in a 
notable increase in air traffic. 


(b) Public finance 


During the fiscal year 1972/73, public revenue 
was 8.3 billion kips and expenditure 22.8 billion, 
giving rise to a deficit similar to that of the previous 
year. Civil expenditure was budgeted at 11.0 
billion kips; police at 1.3 billion; military at 10.1 
billion and development at 300 million. In the case 
of the civil appropriation, realized expenditure con- 
siderably exceeded the appropriated amount. 


The deficit was financed through the National 
Bank by drawing on the counterpart kip fund of 
the FEOF and by ‘the issue of three to four billion 
kips in new currency. 


The Fund is financed from agreements signed 
in June 1973. These restricted the budget deficit 
of 1972/73 to 14 billion kips. Assistance was 
provided by Australia, France, Japan, the United 
Kingdom and the United States. This came in the 
form of financial assistance to the Foreign Exchange 
Fund and economic and technical aid. 


Since 1959, Laos has contracted many loans 
from abroad in the form of government loans and 
suppliers’ credits. In 1973, the amount of the 
external debt was $US 26.1 million. In 1973, 
debt-servicing amounted to $US 1.2 million and 
commitments will remain above $US 1 million until 
1986. In addition, some $US 3 million of foreign 
assistance is provided to cope with the refugee 
problem. 


(c) Money supply and prices 


The money supply continued to expand as a 
result of the budget deficit and a 23 per cent in- 
crease in credit to the private sector. At the end 
of 1972, the total amount of loans to the private 
sector totalled 4.46 billion kips. 
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Prices increased mofe during 1972 than in any 
recent year: 27 per cent according to the official 
index, but 41 per cent according to the USAID 
index. Current indications suggest that this infla- 
tion accelerated in 1973. The price of rice, the 
staple food, doubled during the fiscal year 1972/73. 
Measures taken by the Government to control prices 
have proved ineffective. 


(d) External trade 


There is a lack of data concerning trade flows. 
Part of the problem is that there are only a few 
Customs check-points along the 1,000 km border 
with Thailand. 


Recorded exports in 1972 were 1.8 billion kips. 
This was an improvement on the 1971 performance, 
made possible by a 7 per cent rise in the price of 
tin and by an increase in the quantity exported. 
Exports of timber also increased by 10 per cent. 
These were favourably influenced by the devalua- 
tion of the kip in November 1971. Tin and 
timber shared over 93 per cent of all exports. Un- 
ginned cotton and coffee provided most of the re- 
mainder. 


Imports in 1972 totalled 26.2 billion kips and 
came mostly from Trailand, Japan, the United 
States and France. With a view to protecting local 
industries and production, the Government in July 
1972 banned the importation of ten commodities, 
including matches, plastic bags, beverages of all 
kinds, detergents, nails, sandals, charcoal and 
soluble coffee. 


(e) Population and education 


A partial census was undertaken during the 
first half of 1973 in certain regions controlled by 
the Government. Results show that the population 
of Vientiane has reached 170,000 persons. The 
total population probably exceeds 3 million, the rate 
increase in population being 2.4 percent. Of the 
total work force, 78 per cent are in the primary 
sector, 3 per cent in the secondary sector and 19 
per cent in the tertiary sector. 


The number of refugees is now more than 
800,000, of whom 300,000 are supported in full. 
An important influx of refugees followed the signing 
of the cease-fire agreements and the problem of 
resettlement is a severe one because the Vientiane 
Plain is already over-populated. 


Progress in education is being made every 
year, with enrolment in schools and colleges in- 
creasing annually by 10 per cent. In 1971/72, 
there were 236,000 students undergoing primary 
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education, as against 216,000 in the previous year; 
and 7,900 students in secondary schools, as against 
7,050 a year earlier. 


Problems and prospects 


It is evident that many problems cannot be 
solved while the current military situation persists 
and while the Government has to bear the burden 
of supporting a large number of refugees. 


In the agricultural sector, much remains to be 
done to introduce new techniques and to encourage 
farmers to adopt a commercial approach to their 
problems. Efforts are being made to develop the 
large-scale cultivation of maize, cassava and soya 
beans. These crops should prove more profitable 
than rice, and would assist the development of the 
livestock industry. 


Use is being made of the reservoir of the Nam 
Ngum dam to promote the fishing industry. 


The development of industry is in private 
hands, with the Government influencing the charac- 
ter of developments through its code of investments 
and by offering concessions to certain projects. The 
power sector will receive a big boost when the 
second phase of the Nam Ngum project, currently 
under negotiation, is completed. In the 1980s, the 
Nam Theune dam will also be developed and its 
annual production is expected to amount to 8 
billion kWh a year. Ample power at a low cost 
would permit the development of the mining of 
iron ore in Xieng Khouang and access to the South 
China Sea would become a necessity. Talks have 
been held and an agreement has been signed re- 
garding access to the port of Da Nang in the 
Republic of Viet-Nam. A road will need to be 
constructed from Savannakhet to Da Nang at a cost 
of $US 30 million. 


The restoration of peace will bring its own 
problems. Some 60,000 soldiers will need be found 
civilian occupations. At the same time, a solution 
must be found to the refugee problem, which has 
been most burdensome in the past year owing to 
the sharp increase in rice prices and the resulting 
severe reduction in the real value of USAID 
assistance. 


There is the problem of inflation. Increases 
in local food production are urgently required. 
Finally, there is the heavy burden of external debt 
and the urgent need to generate an increased flow 
of exports. 
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MALAYSIA 
Introduction 


For the Malaysian economy, 1972 was an im- 
portant and interesting year. For the most part, 
the economy, largely as a result of depressed 
prices for its main exports, expanded slowly to 
continue the slowdown in the growth of GNP over 
the previous 20 months. However, the momentum 
of growth increased substantially in the last quarter 
of the year and a growth rate of about 6.75 per 
cent in real terms was recorded for the year as a 
whole. The upswing continued in 1973 and it is 
estimated that a growth rate of 20 per cent in 
current prices and of 8 per cent in constant 1970 
prices was achieved. 


The last two years has seen the end of a long 
period of stability in internal prices in Malaysia, 
and much of the Government’s attention has recently 
been concentrated on curbing inflation against the 
overriding need of achieving a more even distribu- 
tion of income and wealth. Unemployment, al- 
though still a serious problem, fell to around 7.3 
per cent of the labour force in 1973, compared with 
8 per cent in 1972. The outlook for 1974 is for 
growth in real terms of 7 per cent. This allows for 
an expected slowdown in the rate of growth of the 
major industrialized economies. 


Recent economic developments 


Over two-thirds of Malaysia’s exports go to 
the industrial economies of North America, Western 
Europe and Japan, so that the performance of the 


TABLE II-2-23. MALAYSIA: 


Malaysian economy depends very largely on the 
performance of these countries’ economies. The 
year 1972 saw a general upswing in economic 
activities in the industrial countries, led primarily 
by the United States, and this upturn led to an 
increase in the demand for the primary products of 
less developed countries. However, the impact was 
not felt by the Malaysian economy until the last 
part of 1972. For the year as a whole, GNP went 
up by about 7.5 per cent in current prices, a per- 
formance which was consonant with the average 
annual growth target of the second Malaysia plan 
and considerably better than the 5.5 per cent re- 
corded in 1971. 


The main factor behind this expansion was 
public sector expenditures which were some 21 per 
cent higher than those in 1971. A part of the 
anticyclical effect of public sector spending came 
from a number of special projects, such as the 
Malaysian Airline System ($M 150 million), the 
purchase of more vessels by the Malaysian Inter- 
national Shipping Corporation ($M 112 million), 
the establishment of the National Padi and Rice 
Board ($M 50 million) and a transfer to the 
Housing Loan Division of the Treasury ($M 20 
million). The first two projects only affected in- 
ternal demand marginally, but, even without them, 
public expenditures still went up by 12 per cent. 
This, together with $M 261' million payment of 
salary arrears to teachers and the armed forces, 
acted effectively as a counter-cyclical factor. 


SELECTED ECONOMIC INDICATORS 


(in million $M) 


1972 


Gross national product (current market prices) 13,194 


EXONS p PURE Raho bets @ ohn! Sa ine’ bath ts 5,360 
Trapotts”)6 Pacing site Mg ieaen. ye 5,844 
Balance of payments current account. . . —643 
Net official external reserves (end of period) . 2,897 
Money supply (end of period). . . . . 2,716 
Consumer prices (1967 =100). . . | - 106.2 


Percentage change over the 


1973 1974 preceding year 
1972 1973 1974 
15,888 16,788" ihe) 20.4 Sah 
7,559" 7.3078 83.3 41.0 —3.4 
6,896" 7,244 4.4 18.0 Spal 
508° —_ — — -- 
3,530” —- 4.9 WAT - 
3,351” — 28.1 38.1% os 
116.9” — 3.2 10.0 — 


Sources: Government of Malaysia, Treasury Department, Economic Report 1973/74. 


* Inter-Agency Planning Group forecast. 
> Estimates. 

© End of September 1973. 

4 Annual rate. 
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Private sector expenditure increased by only 
about 5.7 per cent in 1972, a slight increase over 
the 5.5 per cent recorded in the previous year. 
Private investment was also weak, increasing by 
about 6 per cent as against the 4.4 per cent in 1971. 
This sluggishness is perhaps not unexepected as the 
private sector usually responds with prolonged lags 
under uncertain conditions. 


The absolute fall in export earnings and a 
growth of 4.4 per cent in imports resulted in a 
deficit in the balance of goods and services account. 
However, there was an increase in the external re- 
serves of around $M151 million, largely because 
of an increase in official capital inflows and the 
movement into the country of sizable unidentified 
net private capital funds. The attainment of a 
balance of payments surplus under the uncertain 
external condition of 1972 is a good indicator of 
the resilience of the Malaysian economy. 


Monetary policy during the year reflected the 
Government’s attempts to accelerate the rate of 
growth of the economy. The supply of money 
increased by about 13 per cent, compared with an 
average annual rate of 8.5 per cent for 1968-1972. 
The operations of the public sector were largely 
responsible for the rapid expansion in money supply, 
although the inflows of official and private capital 
funds mentioned previously played a part. The 
action taken by the monetary authority in reducing 
the rates of interest should also be mentioned. In 
January, the lending and borrowing rates of com- 
mercial banks and borrowing companies were re- 
duced across the board, the Treasury bill discount 
rates were lowered twice in the first six months of 
the year. 


The combination of large public sector ex- 
penditures and easy money conditions generated a 
substantial amount of liquidity in the private sector, 
and part of this found its way into the stock ex- 
change and property market. By October 1972, 
the Government felt that some checks on the supply 
of liquidity were necessary in order to counter 
rising consumer prices. The statutory reserve ratio 
which the commercial banks were required to main- 
tain with the Central Bank was accordingly raised 
from 5.0 to 8.5 per cent of their deposit liabilities. 
A statutory reserve requirement for the borrowing 
companies was also introduced. 


The year 1972 saw the end of price stability 
in Malaysia. Consumer prices went up by 3.2 per 
cent which, although insignificant when compared 
with the rates of inflation in other countries, re- 
presented a distinct departure from the price stability 
of the 1960s and the 1.6 per cent recorded for 1971. 
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Imported inflation played a major part in the in- 
crease, although the Government’s introduction of 
the sales tax was also a contributory factor. Mea- 
sures undertaken to curb inflation included the 
maintenance of the gold parity of the Malaysian 
dollar in response to the Smithsonian realignment in 
December 1971 and the realignment resulting from 
the second devaluation of the United States dollar 
in early 1973. On the domestic front, the Govern- 
ment introduced price control for essential commodi- 
ties and price tagging for all commodities. 


The revival of the Malaysian economy in the 
last quarter of 1972 continued and gathered mo- 
mentum in 1973. The main reason was the boom 
in primary commodities which resulted in very high 
prices for the country’s main exports. The export- 
led growth was reinforced by the high level of 
private investment and consumption, in sharp con- 
trast to the position in 1972 when public sector ex- 
penditures had to play an important compensatory 
role. Current estimates are that GNP in real terms 
increased by 8 per cent in 1973. In terms of 
current market prices, it is likely to have increased 
by a record 20 per cent to reach $M 15.9 billion. 


The general shortage of most types of primary 
commodities in the world was aggravated by the 
uncertain international monetary situation which 
encouraged active commodity hedging. This re- 
sulted in very substantial increases in the prices of 
Malaysia’s major exports. For example, rubber 
prices reached 227 cents per kilogramme in July 
1973, as compared with 86 cents per kilogramme 
in April 1972, while palm oil prices reached $M 
1,246 per ton in August 1973, which was more 
than twice the previous year’s level. These high 
prices also resulted in the rapid expansion of 
physical output, the net effect being a rate of growth 
of over 41 per cent in total export receipts in 1973, 
in contrast to the depressed situation that prevailed 
over the preceding two years. 


A major problem faced by the Government has 
been the rapid increase in consumer prices, which 
rose by an estimated 10 per cent in 1973, and the 
problem seems to have worsened in spite of various 
measures taken by the Government. In addition to 
the price tagging and control introduced in 1972, 
the Government provided subsidies on imported 
rice, reduced or exempted import taxes for certain 
goods in short supply and removed quantitative 
restrictions on the import of over 60 items. 


On the external front, the maintenance of the 
gold parity of the Malaysian dollar after the second 
devaluation of the United States dollar in February 
and the floating of the Malaysian dollar in June, 
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which resulted in its appreciation, formed an im- 
portant part of the Government’s programme to 
bring down the level of prices. On the basis of a 
trade-weighted average of current exchange rates of 
Malaysia’s major trading partners, the Malaysian 
dollar has appreciated about 14 per cent against 
the rest of the world’s currencies since December 
1971. 


The large balance of payments surpluses and 
the strong expansion of bank loans and advances 
resulted in a rapid expansion of money supply and 
liquidity in the private sector. In April 1973, the 
commercial bank’s lending and borrowing rates were 
raised by one-half of one per cent across the board. 
Further action, later in the year, included the issue 
of Treasury bills by the tendering system to allow 
for market forces to determine the discount rates 
for Treasury bills. 


Major policy developments 


In 1972, the duty on export of sawn logs from 
Malaysia (West) was increased from 10 to 15 per 
cent to encourage the domestic processing of timber. 
The export duty on palm kernel was also raised from 
10 to 20 per cent. These changes form part of 
the Government’s programme to increase the value- 
added content of Malaysia’s exports. 


Another important event in 1972 was the 
introduction of the Sales Tax Act which raises the 
prices of goods by 5 per cent, the intention being 
that it would be borne entirely by the consumer. 
The timing of the Act unfortunately coincided with 
increases in the prices of imported goods, and 
traders took the opportunity to mark up their sales 
prices by more than the stipulated margin. 


In May 1973, the Government announced 
three major monetary policy measures. Firstly, 
the implementation of a non-discriminatory and 
liberal system of exchange control regulations which 
applies uniformly to all countries outside Malaysia; 
secondly, the termination of the currency inter- 
changeability arrangements between Malaysia and 
Singapore and thirdly, the establishment of a 
separate Malaysian Stock Exchange. The aims of 
the package of decisions are to ensure that foreign 
exchange receipts from the country’s exports are 
remitted in specified currencies to commercial banks 
in Malaysia within six months and to have more 
control over the nature and direction of the coun- 
try’s foreign exchange transactions. 


In June 1973, the Malaysian dollar was allowed 
to find its own level in the market. The Central 
Bank is now no longer obliged to support the 
Malaysian dollar at the lower intervention level of 
$M 2.4805 to $US 1.00, ie. at 2.25 per cent below 


parity. It is, however, obliged to continue to 
support it at the upper intervention level of 2.25 
per cent above parity. The gold parity of the 
Malaysian dollar remains unchanged at $M 1 to 
0.290299 grammes of fine gold. 


A mid-term review of the second Malaysia plan 
(1971-1975) was published in November 1973. 
This showed that, in real terms, output increased 
at an average rate of 6.9 per cent during 1971-1973 
as compared with the plan target of 6.8 per cent. 
Had it not been for the very high growth rate of 8 
per cent in 1973 because of particularly favourable 
external circumstances, it seems clear that the plan 
targets would have been underachieved during the 
period. The review also put forward the outlines 
of a perspective plan on Malaysian development over 
1970-1990. It is hoped to achieve a rate of growth 
in real terms of 7 per cent per annum during this 
period. 


Problems and prospects 


The prospects for 1974 are for a somewhat 
lower rate of growth in real terms because the 
economies of the industrialized countries are ex- 
pected to grow much more slowly after the boom 
period of 1972/73. The oil crisis adds further un- 
certainty because of its possible effects in further 
slowing down the rate of economic growth of indus- 
trialized countries. As the Malaysian economy is 
very dependent on the industrial countries for its 
exports, it will be adversely affected indirectly by 
any general shortage of oil or by large increases in 
its price. 


The continuing increase in consumer prices is 
another cause for concern in 1974. Unlike the 
situation elsewhere, inflation in Malaysia has not 
derived from worker demands for wage in- 
creases in excess of productivity increases. The 
causes have very largely been the rise in import 
prices and the existence of monopolistic practices 
in crucial sectors of the economy. ‘Trade unions 
had not been very aggressive in the past but have 
now begun to negotiate for cost-of-living allowances. 
These could act as the starting-point for another 
round of price increases. In an inflationary en- 
vironment, the achievement of one of the Govern- 
ment’s major objectives, viz. equity in the distribu- 
tion of income, is likely to be made more difficult. 


MONGOLIA 


Introduction 


Mongolia is in the third year of its fifth five- 
year plan. The major emphasis of this plan is 
placed on an increase in GNP by means of expand- 
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ing agricultural production and a continued thrust 
towards industrialization. 


In 1972, gross industrial output rose by 11.4 
per cent and there was a 9.0 per cent increase in 
money supply and a 2.8 per cent increase in real 
GNP. The volume of investment in the national 
economy was 1,086 million tugriks, 7.2 per cent 
of this being in the form of physical equipment, of 
which 24.9 per cent was allocated to industry and 
35.4 per cent to agriculture. 


During the year under review, the number of 
livestock increased by 700,000 over the number 
for 1971. 


All sectors of the economy showed progress 
during the first nine months of 1973. According 
to the report of the Central Board of Statistics, the 
aggregate industrial output objective for 1973 was 
achieved in nine months and there was a rise of 9.3 
per cent in output as compared with the same period 
in the previous year. 


Recent economic developments 


In 1972, all major sectors of the economy 
showed gains in output. Investment in the agricul- 
tural sector increased by 29.7 per cent compared 
with the previous year. In particular, the output 
of tractors, combine harvesters and winter animal 
shelters increased considerably. Annual agricul- 
tural output objectives were not all attained. The 
livestock and wool production objectives were sub- 
stantially achieved, but only 56.0 per cent of the 
foodgrain output objective was recorded. 


The industrial output target was attained, the 
volume of industrial output rising by 11.4 per cent. 
Growth rates achieved in industry included power 
engineering (6.8 per cent), coal (4.5 per cent), 
construction (22.7 per cent), wool carding and 
textiles (19.3 per cent), clothing (22.1 per cent), 
chemicals (7.8 per cent) and food (12.0 per cent). 
However, output in the metal-working and non- 
ferrous metal industries actually declined. 


In 1972, the volume of capital investment in 
the national economy was 1,086 million tugriks, 
representing 95.3 per cent of the plan target. 


In the same period, the freight turnover of 
transport was estimated at about 2.4 billion tons/ 
km, an increase of 6.0 per cent compared with 
1970. 


In 1972, the well-being of the people rose 
significantly. Wages for some categories of office 
and professional workers were increased by 16 per 
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cent, and allowances for mothers with large families 
were increased. The share of social security funds 
in public expenditure continued to increase. 


Progress was also recorded in education, in- 
cluding the training of skilled personnel. There 
are currently 307,900 persons studying in schools at 
different levels, of which some 261,200 are in 
general educational schools. The number of per- 
sons leaving general educational schools was 51,900, 
an increase of 3.1 per cent compared with 1971. 
More than 4,300 persons graduated from various 
educational institutions and colleges, and the number 
of graduates from vocational schools was 5,100 or 
6.9 per cent more than in 1971. 


Medical aid to the population has improved, 
and the number of clinics, hospitals, dispensaries 
and professional medical personnel has substantially 
increased. There are 98 hospital beds for every 
10,000 people, and one doctor per 522 people. 
The country’s population was 1.34 million in 1973. 


The third year of the fifth five-year plan 
period commenced well. In the first nine months 
of 1973 the following plan targets for the agricul- 
tural sector were achieved: crop harvesting, 51.9 
per cent; construction of warm shelters, 104.3 per 
cent; hay-making, 108.3 per cent; gross animal hair, 
96.8 per cent; goat down, 100.9 per cent; kemp, 
96.6 per cent; and wool, 97.9 per cent. In the 
industrial sector the targets set for the period to 30 
September, 1973 were 99.6 per cent achieved. 


The volume of the freight turnover of the total 
transport system increased by 23 per cent compared 
with the corresponding period of 1972. Passenger 
traffic increased by 9 per cent. 


Foreign trade increased: exports by 9.8 per cent 
and imports by 29.1 per cent. 


Policy issues 


The main economic tasks of the fifth five-year 
plan 1971-1975 are to achieve a considerable in- 
crease in the volume of production through a more 
stable growth of agriculture, especially livestock 
production, and to further develop industry and 
other branches of the economy by making better 
use of the country’s domestic resources. Thirty- 
five per cent of all capital investments in the national 
economy (1,950 million tugriks) is to be directed 
to agriculture in the fifth five-year plan period. 
This is three times more than in the third five-year 
plan period and 40 per cent more than in the fourth 
five-year plan. 
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An important part of current development 
strategy is to make full use of the country’s re- 
sources with the technical co-operation of other 
countries within the framework of CMEA. An 
agreement signed with the USSR on the construc- 
tion of an industrial complex for exploiting copper 
and molybdenum deposits at Erdens-Obo in Bulgan 
province and an arrangement made for establishing 
a joint Mongolia/USSR unit “Mongolsovtsvetmet” 
to prospect for deposits of non-ferrous metals will 
each play an extremely important role in the ac- 
celeration of industrial development and should sub- 
stantially increase the ,country’s export capacity. 
Establishing state farms with the technical and 
economic assistance of the USSR in Khalhyn-Gol 
and Orkhon Tuul regions will also assist agricul- 
tural production. 


A major objective has been to ensure a more 
equitable distribution of income. During 1971- 
1973, some important measures were taken in this 
regard. In 1971, income taxes levied on office 
and industrial workers were reduced, and workers 
with a wage of less than 300 tugriks per month 
were exempted from income taxes. The retail 
prices of some vital consumer goods were reduced. 
In 1972, salaries of some categories of low-wage 
labour in rural areas were increased by 16 per cent. 
Finally, in order to increase the cash income of the 
members of co-operatives and state farms, the 
Government raised the state purchase prices for 
main animal products in 1971 and 1973. 


During the fifth plan, an attempt is to be made 
to improve national economic management and 
planning. The major task is to transfer the bulk 
of enterprises to the new system of socialist economic 
management. So far, experiments in a number of 
industrial enterprises aimed at introducing planning 
and economic incentives have yielded encouraging 
results. 


Future prospects 


Prospects for 1974-1975 include further deve- 
lopment of national industries, more stable growth 
of agriculture, the improvement of production 
efficiency, the development of mineral resources, 
and further economic and technical co-operation 
with the CMEA member countries. 


It is estimated that the gross output of agricul- 
~ ture in 1975 will increase by 22.25 per cent com- 
pared with production in 1970, and the number of 
livestock should reach 25 million. Industrial gross 
output should increase by 53 to 56 per cent. 
During the fifth plan, labour productivity is ex- 
pected to increase by 35 per cent and consumption 


by 36 to 40 per cent. It is foreccst that, in 1975, 
the share of industry in aggregate production will 
amount to 40 per cent and, in national income 
(GNP), to 27 per cent. 


NEPAL 
Introduction 


In the year 1972/73, real GDP recorded an 
increase of 1.99 per cent. This marginal increase 
primarily resulted from the decrease in agricultural 
production during the year. The shortfall in the 
agricultural sector was iargely due to unfavourabie 
weather conditions in the preceding year affecting 
the paddy harvest, although the bumper wheat crop 
in the latter part of the year considerably helped to 
ease the problem of food shortage in the country. 
However, the agricultural sector in 1972/73 lagged 
behind the targets of the Fourth Plan and the pro- 
duction of foodgrains was still trailing. behind the 
pre-plan level of output. Production of cash crops 
was generally stagnant. Industrial production in- 
dicated a mixed trend; an increase was noted in the 
producticn of some major consumer goods. 


Prices continued to rise in 1972/73; to some 
extent, due to the decrease in agricultural produc- 
tion, but the international inflationary situation 
aggravated the problem. Government expenditure 
rose by about 15 per cent over 1971/72; about 60 
per cent of the expenditure was for developmental 
purposes, mainly to create an infrastructural base. 
Government domestic revenue rose by nearly 11 per 
cent, but foreign grants declined by over 15 per 
cent, resulting in a large increase in the deficit to 
be met from joans and cash reserves. The balance 
of payment and foreign exchange reserve position 
remained favourable. | 


In March 1973, the Government released an 
approach paper indicating the basic principles of 
the fifth plan (1975-1980) which envisaged, among 
other things, an annual increment of 5 per cent in 


GDP during the plan period. 


The outlook for 1973/74 appears uncertain 
and the Nepalese economy is having to pass through 
siresses and strains caused by both domestic and 
international factors. 


Recent economic developments 


(a) Output 


GDP at market prices rose to NRs 11,260 
million in 1972/73 from NRs 10,399 million in 
1971/72, indicating an increase of about 8 per cent. 
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. TABLE II-2-24. NEPAL: 


Part Two. Current Economic Developments 


MAJOR ECONOMIC INDICATORS 


(in million Nepal rupees) 


Percentage change over 
preceding years 


1971/72 1972/73 1973/748 
1972/73 1973/74 
Government expenditure 889.5 1,020.3 1,547.4 14.7 51.7 
Regular 325.9 402.6 505.7 23.5 25.6 
Development 564.6 Ol 7s  041C7 9.4 68.6 
Government receipts . 795.4 818.4 970.9 2.9 18.6 
Revenue 553.4 614.0 715.6 10.9 16.5 
Foteign grants 242.0 204.4 255.3 —15.5 24.9 
Money supply 855.8 1,011.2° — 18.2 — 
Exchange receipts* 302.9 399.4 — 31.8 — 
Exportsiyanr 89.4 151.6 = 69.6 — 
Others . 213.5 247.8 —_ 16.1 —_— 
Exchange payments* 253.9 299.1 — 17.8 — 
Imports 113.4 197.5 — 74.2 — 
Others . ae 140.5 101.6 — —27.7 — 
Exchange surplus or deficit . 48.9 100.4 —_— 105.3 — 
Total foreign exchange reserve . 1,226.3 1,407.3 — 14.8 = 
of which inconvertible foreign currency, mainly 
Indian currency Seas 240.0 191.9 —20.0 
GDP at current prices 10,399 = - 11,260 8.3 


Sources: 


Government of Nepal, Ministry of Finance, Budget Speech; Nepal Rastra Bank, Central Bureau 


of Statistics, Quarterly Economic Bulletin, Vol. VII, 1973. 


* Budget estimates. 

» Mid-July 1971. 

© Mid-July 1972. 

* Convertible foreign exchange. 


However, GDP at constant prices rose by only 1.99 
per cent, primarily due to the decline in agricultural 
production. 


According to the revised estimates, foodgrain 
production declined by 5.44 per cent in 1972/73 
over the previous year. This setback was caused 
by the decline of 14.6 per cent in paddy produc- 
tion which accounted for more than 60 per cent of 
the total foodgrain production in the country. 
Wheat was the only foodgrain which showed sub- 
stantial improvement, a 40 per cent increase over 
1971/72, largely due to the introduction of high 
yielding varieties, the use of chemical fertilizers and 
an increase in the planted area. 


The production of cash crop increased by 1.48 
per cent. Despite the credit and other facilities 
extended to jute cultivation, jute production declined 
by 5 per cent while the production of tobacco and 
potatoes remained stagnant. However, the produc- 


tion of sugarcane and oilseeds recorded increases of 
4 per cent and 3.7 per cent respectively over the 
previous year. 


Most Nepalese industries are agro-based: rice, 
sugar, jute, cigarettes, tea and shoes. The manu- 
facturing sector is relatively small, contributing about 
3 per cent of GDP. In 1972/73, industrial pro- 
duction made some progress, notably in the produc- 
tion of jute, tea and shoes. Production of sugar 
increased by 40.3 per cent, but was still behind 
the 1970/71 level of output. Similarly, the pro- 
duction of synthetic cloth and stainless steel pro- 
ducts continued to decline during the year under 
review. However, the Government has been en- 
couraging the development of new industries that 
have a local raw material base. The Government 
has also approved the ten-year tourism development 
master plan to develop the tourist industry in the 
country. The number of tourists visiting Nepal rose 
to 52,930 in 1972/73, as against 49,914 in 
1971/72: 
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(b) Public finance 


Total government expenditure in 1972/73 was 
NRs 1,030.0 million, about 14.7 per cent higher than 
in 1971/72. Of this, NRs 617.7 million, or about 
60 per cent, was development expenditure, which 
was 9.4 per cent greater than in the previous year; 
in contrast, regular expenditure increased by 23.9 
per cent. Revised estimates of revenue receipts 
and foreign grants for the same year were NRs 614.1 
million and NRs 204.0 million respectively. The 
figures for the year 1971/72 were NRs 553.4 
million and NRs 242.0 million, indicating an increase 
of 10.9 per cent in government revenue and a decline 
of about 15.4 per cent in foreign grants. In 
domestic revenue, the most significant increases 
were recorded in customs receipts, 18 per cent, and 
other taxes 12 per cent. The contribution of foreign 
grants to development expenditure, however, was 
still considerable. The budget deficit of NRs 201.9 
million, an increase of 115 per cent over the last 
year, was met from foreign and internal borrowings 
and cash reserves. 


The budget for 1973/74 envisages a total ex- 
penditure of NRs 1,547.4 million, an increase of 
about 52 per cent over 1972/73. Regular ex- 
penditure is to increase by 25 per cent and develop- 
ment expenditure by about 69 per cent. The 
largest increases in development expenditure are for 
transport development, education, irrigation, agricul- 
ture and telecommunication. Revision in the 
government salary scales largely account for the 
rise in regular expenditure. Domestic revenue is 
estimated to rise by 16 per cent ie. to NRs 715.6 
million, the most important source being customs 
revenue which is expected to provide 39 per cent 
of the total. Foreign grants are expected to in- 
crease by 25 per cent to NRs 255.3 million, leaving 
NRs 576.5 million to be financed from foreign and 
domestic loans and cash reserves. Thus, the total 
budget deficit is expected to increase by 185 per 
cent over the previous year. However, in 1973/74, 
with serious constraints on physical resources, par- 
ticularly construction materials, machines, fuel and 
development goods, it seems likely that development 
expenditure in the construction sector will fall short 
of the budget allocations. 


(c) Money supply and prices 


Money supply in Nepal has continued to grow 
during the last few years. In 1972/73, it increased 
by 18.1 per cent, compared with 7.8 per cent in 
1971/72. Fixed and saving deposits with the 
commercial banks recorded an increase of 10.8 per 
cent in the first quarter of 1972/73 over that of 
1971/72. The main explanatory factors continued 


to be the increase in external assets and claims on 
the private sector. 


Prices rose further during 1972/73, especially 
for foodgrains, clothing and fuel. The consumer 
price index for Kathmandu valley increased by 
about 10 per cent in 1972/73 as compared with a 
rise of 5 per cent during 1971/72. The rise in 
prices was primarily due to a fall in food produc- 
tion, particularly the poor paddy harvest, but also 
to the rise in import prices. In an effort to check 
rising prices, some restrictions were imposed on 
rice export in 1972/73 and subsidies were in- 
troduced on transport cost to supply foodgrains to 
the Hills. Foreign grants of foodgrain were also 
obtained. A food management committee and a 
price advisory committee were set up in 1972/73 
to look after the food and prices situation. In 
addition, the Government is trying to encourage the 
maintenance of stocks of foodgrains and other 
essential commodities. 


(d) External trade 


In the absence of detailed information, it is not 
possible to assess Nepal’s balance of payment posi- 
tion. However, overseas export earnings continued 
to increase and reached NRs 151.6 million in 
1972/73, while overseas imports maintained the 
level of 1971/72. Raw jute and jute manufactures 
continued to be the main export items, accounting 
for more than 75 per cent of the total overseas 
exports in 1972/73. 


Nepal’s trade with India constituted a major 
portion of the total trade. Exports to India con- 
sisted mostly of agriculture and forest products, 
while merchandise goods were the major items of 
import to Nepal. Over the past few years Nepal’s 
trade with countries other than India has been 
increasing, and Nepal has continued to develop its 
import-substitution industries. However, the visible 
trade gap with India has not narrowed down over 
the last few years. Moreover, it is difficult to 
assess the extent of the trade deficit with India 
because of the free and open border of more than 
500 miles between the two countries. 


(e) Gold and foreign exchange reserve 


The country’s total gold and foreign exchange 
reserves rose from NRs 1,226.3 million at the end of 
June 1972 to NRs 1,407.2 million at the end of July 
1973, despite a further decline in Indian currency 
reserves. This shortage of Indian currency re- 
serves, however, was, to a major extent, a result of 
the decline in rice exports to India. In view of 
the decline in the level of Indian currency holdings, 
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the Government negotiated a stand-by credit ar- 
rangement of 100 million Indian rupees with the 
Government of India in February 1973. Nepal has 
also begun to use its convertible currency resources 
to finance imports of certain capital goods from 
India. 


(f) External assistance 


Foreign assistance continued to meet a large 
proportion of Nepal’s development expenditure, 
although total foreign grants received declined from 
NRs 242.0 million in 1971/72 to NRs 204.3 million 
in 1972/73. The major aid donors continued to 
be India, China and the United States, although 
assistance is also increasing from the multilateral 
agencies, particularly the Asian Development Bank 
and the World Bank. Foreign loans rose from NRs 
38.8 million in 1971/72 to NRs 44.1 million in 
1972/73, and a substantial increase of NRs 237.9 
million is expected in 1973/74, mostly from the 
multilateral agencies. 


Major policy developments 


In July 1972, His Majesty the King reorganized 
the National Planning Commission and a broadly- 
based National Development Council was created 
under..His Majesty’s Chairmanship. The Planning 
Commission’s secretariat was also subsequently 
strengthened to meet the expanding functions of 
the Commission. 


In March 1973, the National Planning Com- 
mission released an approach paper on the basic 
principles of the fifth plan (1975/76-1979/80). 
This paper highlights three basic objectives: in- 
crease of socially useful production, maximum 
utilization of manpower, and regional balance and 
integration. In order to make development ac- 
tivities as broadly based and as widely spread as 
possible in the years to come, the country has been 
divided into four development regions, each with a 
development centre; viz. Pokhara, Dhankuta, 
Surkhet and Kathmandu. Regional and local pro- 
jects will be given priority, particularly the develop- 
ment of the road network to integrate the economies 
of the Terai, Hill and Himalayan regions. In line 
with these priorities, budget allocations have also 
been increased for the less developed regions. This 
new regional approach in development aims at re- 
ducing existing interregional disparity and is ex- 
pected to contribute to the balanced development of 
the entire country. A growth rate of 5 per cent 
per annum is the plan target. 


In the monetary field, one important develop- 
ment during the year 1972/73 was the further 
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devaluation of the Nepal rupee. Effective from 20 
February 1973, the new rate of NRs 10.56=$US 1 
was established, representing a depreciation of about 
4 per cent against the United States dollar. 


The National Education Plan, which came into 
force in 1971/72, is the product of a long-felt need 
of a developing country like Nepal to mitigate the 
inherent weakness of its old education system. The 
National Education Plan emphasizes quality rather 
than quantity, and is oriented more towards voca- 
tional and technical education. It is designed to 
prepare the right number of technical people to 
meet the development needs of the country and 
also to provide basic minimum education for a 
larger number of the population. In addition, the 
plan provides for the creation of a National Deve- 
lopment Service under which all students studying 


- for a tertiary degree will be required to serve a 


year in rural areas in education, health, agriculture 
or the construction service corps. 


Nepal’s taxation levels are low compared with 
other developing countries. To date, agricultural 
income has been exempted from income tax, except 
for a tax on agricultural income from holdings in 
excess of ten bighas (1 bigha=1.67 acre) in the 
new budget. In the 1973/74 budget, increased 
revenue are planned, both from new tax proposals 
and improved tax administration. 


Problems and prospects 


In 1973/74, the early breaking of the mon- 
soon, the favourable weather conditions and the 
co-ordinated and extensive efforts undertaken by 
the Government in the agricultural sector are ex- 
pected to help solve the problem of food shortage 
to a major extent. However, as road transport is 
the major form of transport in the country, the 
rising price of aA and the uncertainty of its supply 
may lead to a starcity of food and other daily 
necessities in the remote and food deficit areas of 
the country. 


In the industrial sector, the tourist industry is 
expected to continue its’ rapid growth. The ten- 
year master plan for the development of tourism, 
adopted in 1972, envisages the upgrading of tourist 
facilities, the provision of infrastructure and the 
restoration of various monuments of tourist interest. 
Although Nepal’s industries face numerous difficul- 
ties, the Government’s new industrial policy is 
likely to open up new prospects for the country’s 
industrialization, particularly by providing the 
private sector with further incentives and facilities. 
It has been decided to establish few industries in 
the public sector and licences for consumer goods 


a 
Z 
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industries have been issued to the private sector. 
The foreign exchange holdings of the country are 
expected to remain satisfactory in spite of the in- 
ternational monetary situation. 


The Nepalese economy, however, is expected 
to face some stresses and strains on account of the 
prevailing inflationary situation. The persisting 
shortage of fuel, construction material and othe, 
essential development goods will create further 
problems in the implementation of development 
programmes. In spite of the Government’s efforts 
to diversify Nepal’s trade, both in the range of 
commodities and their destinations, agricultural and 
forest products will remain the principal export 
items for years to come. A major problem is the 
mobilization of domestic resources and investment. 
There is considerable scope for raising domestic 
resources and thus reduce excessive dependence on 
foreign resources and deficit financing. 


NEW ZEALAND 


Introduction 


Although the rate of increase in prices slowed 
down considerably in the second half of 1972, the 
year 1973 was marked by a strong resurgence of 
inflationary conditions which became one of the 
major problems for the new Government which 
took office in December 1972. At that time, unde1 
the stimulus of easy fiscal and monetary policies 
adopted earlier in 1972, higher money incomes 
and a strongly favourable balance of payments, the 
economy had already entered a phase of expansion, 
which continued to gather momentum in the first 


TABLE II-2-25. NEw ZEALAND: 


half of 1973. GNP at current prices is estimated 
to have increased by about 15 per cent in the years 
ended March 1972 and 1973, but the real rate of 
growth at only 2.6 per cent and 4.5 per cent 
respectively. In the year ending March 1974, the 
real rate of growth is likely to be rather higher, at 
about 5.5 per cent. With sustained high prices for 
principal exports and a delayed response in the rate 
of importing, the balance of payments remained 
strong through the first half of 1973 and external 
reserves reached record levels. A substantial in- 
crease in government expenditure in 1973 added 
further to internal liquidity. Sharply increased con- 
sumer spending, and a strong upsurge in farm in- 
vestment and in building and construction put serious 
pressure on available resources. Unemployment 
fell to very low levels and some shortages of build- 
ing materials and consumer goods began to emerge. 
Although the Government was at first hesitant in 
its policy towards restraining the increase of prices 
and wages, some guidelines for wage rises were laid 
down and a comprehensive set of regulations govern- 
ing price increases was introduced in November 
1973. However, rising import prices and the con- 
tinuation of high export prices remained obstacles 
to the success of such policies. In an attempt to 
dampen these external price effects on the economy, 
the New Zealand dollar was revalued by 10 per cent 
in September 1973. This followed a smaller up- 
ward adjustment of the exchange rate in February 
1973 when the United States dollar was devalued 
in relation to gold. 


The reduction of farm incomes by revaluation, 
new monetary policy measures introduced in August 
and the rapid rise of imports and emergence of a 


SELECTED ECONOMIC INDICATORS 


(in million New Zealand dollars) 


1971 1972 

GNP current prices? . «. . +» =» - 5,432 6,260 
Real GNP growth rate . . . . . — — 
Exports, goods and services*? . |. 1,466 1,759 
Imports, goods and services** . . 1,446 1,558 
Official overseas reserves . . «. . 478.6° 768.9° 
Consumer prices® (1965 = 100) . . 144.7 152.6 
Nominal weekly wage rates® 

(Dec 1965'= 100); 2-5 . “. 173.1 189.4 


Percentage change over previous year 


1973 1974 

1971 1972 1973 1974 

1/3 eet en 2 15.2 15.2 16.9 
— -~ 4.0 2.6 45° 55° 

2,201 — 11.3 20.0 25.1 - 
2,003, — 97 77 28.6 ~ 
926.48 — 55.2 60.7 20.4 — 
164.2 = oe Ss 7.64 _ 
193.6 — 11.3 9.4 aa — 


Sources: Official publications; National Development Council, Annual Report; New Zealand Institute of Economic Research, Quarterly 
Predictions, September 1973; Reserve Bank of New Zealand, Monthly Bulletins. 


? Years ended March. 

© Years ended October. 

© Fourth quarter. 

® Increase for 10 months. 

i Nine months to September. 
* Six months to June. 


> Estimates. 


4 Exchange transactions. 


£ End of October. 
2 Third quarter. 
J End of June. 
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current account deficit were reflected in a marked 
reduction in internal liquidity towards the end of 
1973. In 1974, the prospects are for relatively 
little expansion of export earnings, a substantial 
increase in imports, the re-emergence of a balance 
of payments deficit and, provided that policies to 
restrain wage rises are successful, for some reduc- 
tion in the rate of internal inflation from the level 
experienced in 1973. 


Recent economic developments 
(a) Gross national product and expenditure 


With the revival of internal economic activity 
under the stimulus of expansionary monetary and 
fiscal policies and of a substantial balance of pay- 
ments surplus, GNP in real terms rose by an es- 
timated 4.5 per cent in the year ended March 1973. 
This compares with a meagre growth rate of 2.6 per 
cent in 1971/72 when the economy was still react- 
ing to the checks imposed to control the wage and 
price inflation that developed through 1969 and 
1970. In money terms, the rise in GNP was over 
15 per cent, about the same rate of increase as 
recorded in 1971/72. Farm incomes, under the 
influence of higher export prices, especially for meat 
and wool, once again showed the fastest rate of 
growth at 36 per cent, although this was less than 
the record growth in farm incomes of 52 per cent 
in 1971/72. By contrast, total salaries and wages 
rose by an estimated 13.5 per cent, compared with 
16.0 per cent in 1971/72. Company income more 
than doubled its rate of increase, from 6 per cent 
in 1971/72 to an estimated 15 per cent in 1972/73. 
Other personal incomes, including those from 
business and investment, also showed marked in- 
creases in rates of growth in 1972/73. 


The sustained increase in incomes has been 
matched by substantial growth in both public and 
private consumption expenditures which rose by an 
estimated 15.5 per cent and 14.5 per cent respec- 
tively in 1972/73 compared with increases of 16.5 
per cent and 11.5 per cent in 1971/72. Fixed 
investment, especially in the private sector, recover- 
ed sharply in 1972/73. Private fixed capital forma- 
tion increased by an estimated 16.5 per cent com- 
pared with a rate of growth of 9.7 per cent in 
1971/72. 


In the current fiscal year ending March 1974, 
all money income aggregates are expected to show 
rates of growth higher than in 1972/73. GNP is 
forecast to rise by about 16 per cent, with the 
salaries and wages and company income components 
being substantially above the rates of increase 
recorded in 1972/73. On the other hand, farming 
incomes seems likely to show little or no growth, 
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in sharp contrast to the very large increases record- 
ed in the previous two years. The buoyant state 
of the economy will also be reflected in somewhat 
higher rates of increase in private consumption and 
especially in public consumption, the latter resulting 
from wage rises in the public sector as well as from 
policies adopted by the new Government. The 
sharpest increase, however, will be in private capital 
formation which is forecast to rise by about 2.6 per 
cent, with substantial increases in expenditures on 
housing and plant and equipment being the principal 
reasons. 


(b) External trade and payments 


The marked improvement in New Zealand’s 
balance of payments that began in 1971 was con- 
tinued in 1973. Foreign exchange receipts from 
goods and services exports rose by over 25 per cent 
in the year ended October 1973, compared with in- 
creases of 20 per cent and 11 per cent respectively 
in each of the two preceding years. The main rea- 
son was the sustained high level of export prices, 
especially for meat, wool and other animal products, 
receipts from this group of exports increasing by 
nearly 39 per cent in the period. There was little 
change in the volume of these exports as production 
continued to be affected by drought conditions. 
Although prices of dairy products remained firm, 
lower production meant a decline in export returns. 
Exports of manufactured goods and forest products 
also showed a significant increase in exchange earn- 


ings. 


A notable feature of the year was the very 
rapid increase in imports of goods and services as 
economic recovery got under way, rising by nearly 
29 per cent in the year to October 1973, compared 
with increases of only 7.7 per cent and 9.7 per cent 
in the two preceding years. Nevertheless, the cur- 
rent account balance remained strongly favourable 
at $NZ 197.7 million, compared with $NZ 200.9 
million in 1972 and $NZ 20.4 million in 1971. 
With a sharp reduction in the net inflow of private 
capital (one reason being the revaluation of the 
New Zealand dollar) and in net government borrow- 
ing, the capital account moved into deficit com- 
pared with substantial surpluses recorded in earlier 
years. The over-all result, however, was a substan- 
tial though reduced surplus, and official external 
reserves rose to $NZ 926.0 million at the end of 
October compared with $NZ 821 million twelve 
months earlier. Even though these reserves are 
much higher in absolute terms than it has been usual 
to hold in the past, at current levels of importing 
they still represent only about six months’ import 
supply. However, with increased import prices 
(moderated to some extent by the revaluation of the 
New Zealand dollar) the increase in import volume 
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during 1973 is likely to have been well below the 
recorded rate of increase in value. 


The immediate outlook is for a deterioration in 
the balance of payments during 1974. Imports con- 
tinue to rise strongly, but the expansion in export 
receipts appeared to have halted towards the end of 
1973. Although prices of meat and wool remained 
at high levels, they are more likely to fall than to 
rise in 1974, and any expansion in the volume of 
primary produce exports is likely to be minor. Thus, 
a current account deficit could well emerge in con- 
trast to the surpluses recently experienced. 


(c) Public finance 


The expansionary fiscal policies followed in the 
budget for 1972/73 were continued in the new 
Government’s budget for 1973/74, and a number 
of important changes were made in taxation and ex- 
penditure policies. 


Total expenditure for 1973/74 was budgeted 
at $NZ 2,605 million, an increase of $NZ 386 mil- 
lion or 17.4 per cent on actual expenditure of $NZ 
2,219 million in 1972/73. Further supplementary 
estimates of some $NZ 140 million to meet the costs 
of a number of new policy decisions as well as wage 
rises for civil servants decided subsequent to the 
budget will bring the total expenditure increase in 
1973/74 to over 23 per cent. A large part of this 
merely represents the maintenance of long-standing 
policies under conditions of monetary inflation, but 
some important areas of relative change in emphasis 
include education, welfare and housing and the ex- 
tension of subsidies on commodities, such as food- 
stuffs, as part of the Government’s economic stabi- 
lization programme. 


Expected revenue for 1973/74 amounts to 
$NZ 2,373 million, a rise of 17.9 per cent on actual 
revenue of $NZ 2,013 million in 1972/73. Allow- 
ing for wage adjustments announced subsequently 
and the generally inflationary conditions that per- 
sist, it is likely that revenue will substantially exceed 
the original budget figures and that the increase in 
revenue will be around 20 per cent by comparison 
with 1972/73 revenue. Income taxation accounts 
for about 68 per cent of total revenue, with customs, 
excise and sales taxation providing most of the 
balance. 


A number of taxation changes were made in 
the 1973/74 budget. All companies are now to be 
taxed on a PAYE basis, but the liability for addi- 
tional tax payments in 1973/74 will be spread over 
a transitional period of seven years. A new system 
of personal income taxation will become operative 


as from 31 March 1974 under which personal and 
other allowances will be replaced by a system of 
rebates, the principal effect being to reduced taxa- 
tion on incomes up to $NZ 5,000 per annum and 
to raise it for those on higher incomes. Other 
major changes were the abolition of the payroll tax 
from 1 October 1973 and the introduction of tax 
concessions on overtime and shift work. 


(d) Money and credit 


Money supply rose during the year ended 
March 1973 by nearly 25 per cent compared with 
13 per cent in 1971/72 and a modest 5.6 per cent 
in 1970/71. This high rate of expansion derives 
basically from the expansionary fiscal policies fol- 
lowed in 1972 and from the very substantial balance 
of payments surplus and increase in external 
reserves. At the same time, relatively easy monetary 
policies were followed, but it was not until early 
1973 that the main expansion in bank credit oc-: 
curred. Bank lending at the end of August 1972 
was about 6 per cent greater than a year earlier, but 
increased by over 36 per cent in the ensuing twelve 
months, most of this expansion occurring during the 
first eight months of 1973. In the remaining 
months of 1973 there were distinct signs of a sharp 
tightening of credit availability, arising both from 
policy measures and external developments. Re- 
serve asset requirements for banks and finance com- 
panies were raised in August, and the revaluation 
of the New Zealand dollar reduced the rate of 
build-up of deposits from exports receipts while 
the freezing of some part of farmers’ incomes 
through special stabilization measures and the emer- 
gence of current account deficits in the balance of 
payments from August further restricted lending 
capacity. 


(e) Prices, wages and employment 


The rate of increase in consumer prices, which 
had been 14.4 per cent in 1971, began to slow down 
in 1972. Over the year as a whole, the rate of 
increase was 5.5 per cent, although this was largely 
concentrated in the first half of the year. In 1973, 
the trend was reversed and, in each of the first three 
quarters, prices increased at more than twice the 
rate of the last quarter of 1972. For the year as 
a whole, it seemed likely that the rise in consumer 
prices would be about 10 per cent, much the same 
as in 1971. The rise in food prices has been es- 
pecially severe. In the first nine months of 1973, 
these rose by 11.8 per cent compared with 3.1 per 
cent for the whole of 1972. Rising import prices 
have been partly responsible for these movements, 
but the major reasons have been the expansion of 
internal money incomes and particularly the very 
high export prices for meat. 
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The upward movement in earnings and wage 
rates also became more pronounced in 1973 fol- 
lowing a period in which the rate of increase ap- 
peared to be slowing down. Average weekly earn- 
ings increased by 15.9 per cent in the year to Octo- 
ber 1971 and, in the following two six monthly 
periods, by 7.8 per cent and 1.7 per cent respec- 
tively. However, in the six months to April 1973, 
the rose by 10.4 per cent and, with the general wage 
rise of about 8 per cent announced in mid-year, the 
continuing effects of earlier wage rate adjustments 
and the first stages of equal pay for women, the 
likelihood was for a similar rate of rise in the second 
part of 1973. A further general wage order of 2 
per cent was announced in January 1974 as a fur- 
ther cost-of-living adjustment. Average hourly rates 
of wages have also continued to rise at a rapid 
pace. In the twelve months to April 1972, the in- 
crease was 13.9 per cent, and it was 11.5 per cent 
in the year to April 1973. In the year ending 
April 1974, the increase in hourly rates is likely to 
be about 12 per cent. 


Major policy developments 


The question of price and wage inflation has 
been the major issue facing the Government during 
1973, but the development of appropriate policies 
to deal with the problem has been hesitant and un- 
certain. Initially at least, the Government preferred 
to leave the settlement of wage rates and working 
conditions to employers and workers with a minimum 
of government intervention. Thus the Remunera- 
tion Authority which had been set up by the pre- 
vious Government to adjudicate on wage rate claims 
was abolished in December 1972 almost immediate- 
ly on the new Government’s assuming office. Subse- 
quently, however, as it became clear that consider- 
able wage rate escalation was in prospect, guidelines 
were issued which attempted to restrain wage in- 
creases by linking them to permitted price increases. 
Thus, in the budget of 14 June it was announced 
that, in calculating a firm’s costs for price control 
purposes, wage increases beyond 5 per cent were 
to be disregarded, the main exception being those 
increases resulting frorn the application of equal pay 
for women. However, with a number of wage in- 
creases already announced in excess of this (especial- 
ly to cover civil servants) and others in the pipe- 
line, the Government decided to permit an 8 per 
cent across-the-board increase in wages in an at- 
tempt to ho.d the line. To the extent that prices 
increased by more than 4 per cent in the six months 
to December 1973, a further general wage order 
would be made. In accordance with this under- 
taking, a general wage increase of 2 per cent apply- 
ing from the end of January 1974 was announced 
at the end of 1973. 
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As for prices, the new Government extended 
the price control and surveillance schemes introduc- 
ed by the previous administration. A number of 
policy measures in this area were introduced during 
1973 and these were consolidated and strengthened 
in a comprehensive set of regulations issued in 
November 1973. An even more pervasive system 
of price and profit controls has been promised after 
June 1974. 


A major change in monetary policy was the 
introduction as from 1 June 1973 of a reserve assets 
ratio system of control over trading banks opera- 
tions to replace the previous system of control based 
on cash ratios, ceilings and guidelines. The new 
system is basically a liquidity requirement, each 
bank being required to maintain specified reserve 
assets equal to a stated percentage of their demand 
and time deposits. These percentages will be vari- 
able at the discretion of the Minister for Finance. 
A comprehensive statement on policy towards over- 
seas investment was released in January 1973, al- 
though for the most part this was a reaffirmation 
of policies previously followed. 


New measures to assist industrial development 
were announced in the budget. These included the 
continuation and extension of investment and export 
taxation incentives, and special measures to en- 
courage regional development of industry. A new 
tariff will come into force as from 1 April 1974, 
consequent upon the termination of the trade agree- 
ments with the United Kingdom as a result of that 
country’s membership of the European Economic 
Community. Preferential rates of duty (with the 
exception of certain special rates for Australia, 
Canada and certain Commonwealth and developing 
countries) will be phased out over a period of four 
years. With these exceptions, a single rate will now 
apply, this rate being set near the most-favoured- 
nation rate for goods of a kind manufactured in 
New Zealand, and near the former preferential rate 
where there is no such manufacture. 


Several exchange rate alterations were made 
during 1973. In February, there was an upward 
adjustment of 10 per cent consequent upon the 
devaluation of the United States dollar. In July, 
the link with the United States dollar was broken 
and the New Zealand dollar revalued by 3 per cent 
to compensate for the depreciation that had occur- 
red since February. In September, the New Zea- 
land dollar was further revalued by 10 per cent as 
part of general policy toward reducing inflationary 
pressures within New Zealand. 


Problems and prospects 


The main problem continues to be that of price 
and wage inflation, but, at the end of 1973, it was 
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by no means clear that the policies of extensive 
price control together with general wage guidelines 
would be adequate to resolve it without introducing 
serious distortions into the economy. Externally, 
the outlook was less favourable than it had been 
a year earlier. With rapidly rising imports and 
relatively little prospect of increased export earn- 
ings, the emergence of a balance-of-payment deficit 
in 1974 seemed likely in contrast to the surpluses 
achieved for several years previously. Overseas 
reserves however remain high, so that balance-of- 
payment requirements will be unlikely to impose 
serious constraints on internal policies during 1974. 


PAKISTAN 
Introduction 


Pakistan appeared to be well set on the road to 
economic recovery in 1972/73, achieving a growth 
rate of 6.5 per cent. This reflected not only an 
increase in agricultural production but also a re- 
covery in manufacturing output from the depressed 
level of 1971/72. The stimulus provided by the 
devaluation of the rupee in May 1972 and the sharp 
rise in the prices of Pakistan’s major exports in 
international markets largely accounted for an im- 
pressive rise in exports of about 40 per cent. 


The outlook for economic growth in 1973/74 
was even more promising but floods that hit large 
areas of the country in August 1973 caused con- 
siderable damage to infrastructure and standing 
crops so that the growth rate is likely to fall short 
of the target of 7.5 per cent originally set for the 
year. 


The implementation of the various reforms in- 
troduced by the Government in the first half of 
1972 to harmonize economic growth with social 
justice was carried forward in the subsequent period. 
Under the land reforms, a total area of 724,000 
acres of agricultural land, excluding unsurveyed 
areas, had been acquired by the Government by 
March 1973 for distribution among small farmers.? 
Labour-management relations were stabilized within 
the framework of the new labour policy. Several 
employment-orientcd programmes were initiated to 
increase work opportunities. A large number of 
educational institutions were nationalized and tuition 
fees remitted up to the eighth standard. Measures 
were taken to improve the operational efficiency of 
government-regulated industries. Legal and ad- 
ministrative steps were taken to bring about a more 
equitable and purposeful distribution of bank credit 


1 Government of Pakistan, Pakistan Economic Survey, 1972/73, 
p. Li: 


and to ensure greater social accountability of the 
banking system. 


The most important current policy issues are 
control of inflation and increasing the rate of invest- 
ment. The rate of increase of consumer prices in 
1972/73 was more than twice the rate experienced 
in 1971/72. Investment as a proportion of GNP 
recovered somewhat in 1972/73 but it was still 
much below the level attained in the mid-1960s. 


TABLE II-2-26. PAKISTAN: SELECTED 
ECONOMIC INDICATORS 


(percentage changes) 


1970/71 1971/72 1972/73 


GNP in real terms? . . . . —0.2 V4 6.5 
GNP at current prices . . . 5.0 7.7 15.7 
Consumer prices” . 9. 7. SC. 4.9 5.4 12.8 
Exports, Odi) Re 24.2 41.0 40.0 
Imparntss ci Oe, eS 9.7 —16.0 25.0 
Foreign exchange reserves® 

(million SUS). 2. « .,..,, $993 309.3 463.1 


Sources: Statistical Division, Government of Pakistan, and 
State Bank of Pakistan, Annual Reports for foreign 
exchange reserves data. 

* At 1969/70 constant factor cost. 

P Averages of consumer price indices for industrial 
workers at Karachi, Lahore and Sialkot. 

“End of June. 


Recent economic developments 
(a) Economic growth and output 


Pakistan’s gross national product at constant 
factor cost rose by 6.5 per cent in 1972/73. Com- 
pared with an increase of 1.4 per cent in 1971/72 
and a fall of 0.2 per cent in 1970/71, this repre- 
sented a significant recovery in the level of economic 
activity. The upswing in 1972/73 was the result 
of an appreciable rise in the output of sectors which 
had experienced considerable slowdown or retrogres- 
sion in the preceding year. The volume of output 
in the manufacturing sector increased by 10.8 per 
cent in 1972/73 in contrast to the decline of 6.8 
per cent in the preceding year.2 Construction acti- 
vity, which had declined by 16.3 per cent in 
1971/72, rose by 13.5 per cent in 1972/73. Pro- 
duction of major agricultural crops recorded a rise 
of 8.2 per cent in 1972/73 compared with the rise 
of 6 per cent in 1971/72, although, according to 
national accounts, the rate of growth of value added 
in the agricultural sector as a whole was somewhat 
lower in 1972/73 than in the preceding year.® 


? According to national accounts, value added in the manufacturing 
sector rose by 5.5 per cent in 1972/73 while it had declined by 4.7 
per cent in the preceding year. 

3 Value added in agriculture showed a rise of 3.1 per cent in 1972/ 
73 compared with 3.5 per cent in 1971/72. 
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The wheat crop in 1972/73, at 7.4 million 
tons, was the largest on record and represented a 
rise of 9.1 per cent over 1971/72 output. Rice 
production rose by 2.8 per cent to 2.3 million tons. 
Despite an increase in acreage, cotton production 
declined slightly to 3.9 million bales in 1972/73 on 
account of damage caused by pests. Favourable 
weather conditions assisted the growth of agri- 
cultural production in general in 1972/73. The 
increases in the procurement prices of wheat, rice 
and sugarcane were also instrumental in raising agri- 
cultural production by increasing the farmers’ in- 
centives. 


A pronounced recovery in industrial produc- 
tion became noticeable as from the second quarter 
of 1972/73, following the restoration of industrial 
peace and improvement in labour-management rela- 
tions. The devaluation of the rupee in May 1972, 
greater availability of industrial raw materials fol- 
lowing the liberalization of import policy after the 
exchange reform, and strong world demand for 
Pakistan’s industrial products also helped the 
recovery process significantly. 


(b) Savings and investment 


Gross investment (including changes in stocks) 
at current prices is estimated to have risen by 28 
per cent from PRs 7,730 million in 1971/72 to 
PRs 9,900 million in 1972/73. As GNP at current 
prices rose from PRs 53,370 million to PRs 61,300 
million in 1972/73, or by 15 per cent, the ratio 
of gross investment to GNP rose from 14.5 to 16 
per cent. Although this represented some recovery 
in the investment ratio which had been declining 
since 1964/65, it will require a great effort to restore 
it to the level of 20-22 per cent attained in the mid- 
1960s. 


(c) External trade and payments 


The boom in world commodity markets and 
the change in the exchange rate of the rupee in 
May 1972 created highly favourable conditions for 
the expansion of Pakistan’s exports in 1972/73. 
Exports rose by about 40 per cent in terms of 
United States dollars for the second consecutive 
year, reaching the record level of $US 826 million. 
Exports of almost all the major items increased 
during the year with the notable exception of raw 
cotton, exports of which declined because of greater 


4The analysis in this section is based on the statistics given on 
page 8 of the Pakistan Economic Survey, 1972-1973 and earlier issues 
of this publication. 
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domestic absorption. The largest increases in indi- 
vidual export were achieved in the case of cotton 
yarn and cotton fabrics, rice and tanned leather. 


Merchandise imports were valued at $US 797 
million in 1972/73, showing a rise of about 25 
per cent compared with those of the preceding year. 
Imports of industrial raw materials rose by $US 97 
million to $US 325 million as a consequence of the 
liberalization of import policy after the exchange 
rate adjustment. Imports of capital goods, however, 
declined by $US 41 million to $US 237 million, 
reflecting partly the impact of the considerable rise 
in the rupee cost of imported capital goods follow- 
ing devaluation and partly the still depressed level 
of investment activity. 


Receipts from foreign assistance were expected 
to amount to $US 452 million in 1972/73.5 How- 
ever, on account of the delay in the process of 
resumption of aid, actual inflow was of the order 
of $US 348 million.6 Notwithstanding the short- 
fall in aid receipts, the foreign exchange reserves of 
the country recorded a rise of $US 154 million to 
$US 463 million over the year because of the large 
increase in exports. 


(d) Public finance 


The revised estimates for 1972/73 indicate 
that the Federal Government’s revenue receipts, 
after adjusting for the provincial share in federal 
taxes, were PRs 1,486 million higher than the actual 
realizations in the preceding year. The upswing 
in economic activity and higher yield from customs 
duties were mainly responsible for this improve- 
ment. The budget for 1973/74 expects a further 
improvement of PRs 950 million in revenue receipts 
without taking into account the effect of the new 
tax measures. Additional tax measures, encompass- 
ing a number of changes in export and import duties, 
are expected to add about 8 per cent to govern- 
ment tax receipts. 


Revenue expenditure, which rose by PRs 1,346 
million in 1972/73, is expected to rise by another 
PRs 1,218 million in 1973/74, main ly due to higher 
provision for debt servicing and wheat subsidies. 


The projection for the annual development 
programme in the public sector in 1973/74 stands 
at PRs 5,575 million, which is 29 per cent higher 
than the revised estimates for 1972/73. 


5 Government of Pakistan, Pakistan Economic Survey, 1972-1973, 
p. 109. 

® Source: Quarterly statements on balance of payments compiled by 
the State Bank of Pakistan. 
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(e) Money and credit 


The rate of monetary expansion accelerated 
sharply during 1972/73. Monetary assets? expand- 
ed by PRs 6,118 million, or 23 per cent, as against 
the rise of 12 per cent in the preceding year. Goy- 
ernment borrowing from the banking system and the 
surplus in the country’s international trade and ex- 
change transactions accounted for 38.7 per cent and 
38.5 per cent respectively of total monetary expan- 
sion, while bank credit to the private sector and 
“other factors” explain the rest, or 22.8 per cent 
of monetary expansion. 


The demand for bank credit in the private sec- 
tor increased appreciably during the year as the 
process of economic recovery gathered momentum. 
Although it was not considered necessary to resort 
to any further quantitative credit control measures,’ 
use was made of moral suasion and selective credit 
controls to regulate the total credit expansion as 
well as its direction. Special financing schemes 
were introduced during the year to augment the 
availability of credit for agriculture, small-scale in- 
dustries and business enterprises and also for low- 
cost housing in accordance with the recommenda- 
tions of the National Credit Consultative Council. 
At the same time, to reduce the concentration of 
bank credit, the system of ceilings on bank lending 
to individuals and firms introduced in May 1972 re- 
mained in operation. 


(f) Prices and cost of living 


The inflationary situation was aggravated in 
1972/73 by a number of factors operating both on 
the side of monetary demand and as regards resource 
availabilities. Aggregate demand rose sharply in 
consequence of the high level of monetary expan- 
sion. While monetary assets expanded by 23 per 
cent, the GNP in real terms grew by 6.5 per cent. 
However, imbalance between aggregate demand and 
availabilities was not the only factor serving to raise 
the price level. The devaluation of the rupee in 
May 1972, the upsurge of inflation in the industrial- 
ly advanced countries and the effective revaluation 
of the currencies of certain countries that have close 
trading relationships with Pakistan led to a con- 
siderable rise in import costs which percolated 
through the domestic cost and price structure. The 
impact of these factors on the price level would 


7 Monetary assets comprise currency in circulation, demand and 
time deposits of the scheduled banks, a portion of “other deposits” 
with the State Bank of Pakistan, deposits of co-operative and non- 
scheduled banks with the State Bank and Post Office Savings Bank 
deposits. 

® The Bank rate had been raised from 5 to 6 per cent and the 
liquidity ratio from 25 per cent to 30 per cent towards the end 0 the 
preceding fiscal year soon after the exchange reform. 


have been much more pronounced but for the ad- 
justment of import duties at the time of devaluation 
and the government policy of regulating prices of 
certain essential imported commodities through sub- 
sidies. 


The wholesale price index rose by 19.5 per 
cent in 1972/73 as against the rise of 9.5 per cent 
in the preceding year. The average of consumer 
price indices for industrial workers at different cen- 
tres recorded a rise of 12.8 per cent as against 5.4 
per cent in 1971/72. The smaller rise in consum- 
er price indices compared with the wholesale price 
index is largely explained by the fact that certain 
basic commodities whose prices are controlled have 
a larger weighting in the consumer price indices. 


Major policy developments 


Important policy changes have been initiated 
since the beginning of 1972 in pursuance of the 
Government’s commitment to bring about a more 
egalitarian economic and social order. Greatest 
emphasis is being placed on the development of 
agriculture, increase in agricultural productivity and 
extension of modern technology to medium-size and 
small-size farms in the context of the achievement 
of the objective of eradication of mass poverty. 
The land reforms introduced in 1972 aim not only 
at reducing the concentration of land ownership but 
also at restructuring the system of tenure. The 
new legislation has sought to provide powerful 
incentives for increasing agricultural productivity by 
barring arbitrary eviction and requiring the land- 
lords to pay all taxes and water charges and to 
bear half the cost of fertilizers, seeds and other 
inputs. To improve the supply of agricultural credit 
to small farmers, commercial banks have been 
actively brought into the field of agricultural finance 
for the first time and given mandatory credit 
targets. An Integrated Rural Development Pro- 
gramme has been launched to help the peasants in 
procuring the needed farm inputs and extension 
and marketing services. The procurement prices of 
wheat, rice and sugarcane have been raised appre- 
ciably to give the farmer a better return and induce 
him to produce more. 


The sectoral allocations in the Annual De- 
velopment Programme for 1973/74 reflect the 
Government’s concern for improving the living con- 
ditions of poorer sections of society. Provision for 
housing and related amenities is 67 per cent more 
than that made in the preceding year. The alloca- 
tion for improving the health services has also been 
increased appreciably and the emphasis is on im- 
proving medical facilities in the rural areas and small 
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towns. The development programme in the educa- 
tion sector has been considerably expanded and 
special provision made for needy students. 


Expansion of employment opportunities is cru- 
cial for achieving the desired changes in the pattern 
of income distribution. A People’s Works Pro- 
gramme, much wider in scope than earlier rural 
and urban public works schemes, has been initiated 
to combat widespread unemployment in both the 
rural and the urban areas. The Integrated Rural 
Development Programme will supplement this effort 
in the rural areas. Planned development of “agro- 
villes” (small towns located in rural areas) is an- 
other key element in the employment strategy. 


The socio-economic objectives of government 
policy are to be achieved within the framework of 
a mixed economy in which both the public and 
private sectors co-exist. Early in 1972, the Gov- 
ernment had taken over the management of 31 
major industrial concerns in ten categories of basic 
industries. In September 1973, the Government was 
empowered to acquire controlling shares or propri- 
etary interests in all such concerns, with the excep- 
tion of shares held by foreign investors. In the 
same month. the vegetable ghee industry was na- 
tionalized. The private sector is free to operate in 
the rest of the industrial sector. 


Problems and prospects 


Control of inflationary pressures remains a 
pressing problem. A number of steps were taken 
in 1972/73 to moderate the rise in prices. Large 
imports of wheat were arranged to supplement 
domestic production. The issue price of wheat was 
kept unchanged, even though international prices of 
wheat went up sharply and increases had to be 
allowed in the procurement price of wheat to induce 
larger production. The distribution of sugar was 
taken over by the Government and its price stabi- 
lized through compulsory rationing. Licences were 
freely granted for the import of raw materials to 
increase industrial production. However, these 
measures were only of limited efficacy as aggregate 
demand in the economy rose much faster than 
resource availabilities and the landed cost of im- 
ports increased both on account of the devaluation 
of the rupee and worldwide inflation. 


Further measures were taken in August 1973 
to arrest the rising trend in prices. The export of 
a number of essential items, such as vegetables, eggs 
and poultry, pulses, milk and milk products, edible 
oils and oilseeds, and mutton and beef in all forms, 
was banned to increase their availability in the 
home market. Export duty on cotton products was 
raised and import duty on man-made yarn and fibre 
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was reduced. A number of monetary policy mea- 
sures were taken to reduce the rate of monetary and 
credit expansion. The Bank Rate was raised from 
6 to 8 per cent and the statutory liquidity ratio 
increased from 30 per cent to 35 per cent. These 
quantitative credit control measures were supple- 
mented by selective credit controls to guard against 
the misuse of bank credit for hoarding and specula- 
tion. 


The investment level needs to be raised appre- 
ciably to help achieve higher production as well as 
larger employment. To keep inflationary pressures 
in check, it will be necessary to mobilize resources 
for investment largely through non-inflationary 
means. The recent changes in the interest rate 
structure could help in this respect. Following the 
rise in the Bank Rate from 6 to 8 per cent in 
August 1973, the minimum interest rates on savings 
and fixed deposits were raised by 1-2 per cent. The 
yield on various government savings media was also 
raised, 


But for the floods in August 1973, the economy 
might have attained a growth rate of about 7.5 per 
cent in 1973/74. Floods caused considerable 
damage to crops in the kharif season, but, on ac- 
count of the increased moisture, the prospects are 
that crops in the rabi season, particularly wheat, 
will turn out to be much larger than those of the 
preceding year. Exports continue to do well. Ex- 
ports during the first quarter of the fiscal year 
1973/74 amounted to $US 194 million, as com- 
pared with $US 123 million in the corresponding 
quarter of the preceding year, showing a rise of 
about 57 per cent. However, damage to the cotton 
crop has resulted in considerable loss of potential 
foreign exchange earnings. To regulate cotton ex- 
ports, the Government decided in October 1973 to 
take over the export trade in cotton. To meet the 
additional expenditure in connexion with the rehabi- 
litation of the people affected by the floods, larger 
imports of foodgrains and repair of damage caused 
to infrastructure, the Government announced a 
number of new tax measures in September 1973. 
These tax measures, along with certain adjustments 
under different heads of expenditure, are expected 
to provide sufficient resources to meet the additional 
expenditure on account of floods so that the annual 
development programme for 1973/74 remains 
largely unaffected. 


PAPUA NEW GUINEA 


Introduction 


The year 1973 saw a number of important 
political and economic developments in Papua New 
Guinea. Internal self-government was achieved in 
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December and full independence is to follow within 
two years. The transfer of various functions from 
Australia accelerated during the year and this was 
reflected in budgetary expenditures, internal ad- 
ministrative changes and the volume and pattern of 
imports and domestic consumption as expatriates 
left the country. The Bougainville Copper Project 
became fully operative and, largely as a result of 
this, gross monetary sector product rose substantial- 
ly in money terms, although, because of service 
charges on external debt and the rise in internal 
prices, GNP in real terms declined. A full year’s 
copper exports also meant a substantial rise in the 
value of total exports and the achievement of a 
trade surplus for the first time. The balance of 
payments deficit was also significantly reduced. An 
important event was the publication of the 1973/74 
Improvement Plan which is an interim measure 
pending the preparation of the next development 
plan covering the years 1974/75 - 1978/79. 


Prospects for 1973/74 look very bright. The 
economy is forecast to grow by about 10 per cent, 
for which substantially increased output of agricul- 
ture, forestry, fishery, manufacturing and the public 
sector will be largely responsible. A further sub- 
stantial reduction in the balance of payments deficit 
seems likely. 


Recent economic developments 


(a) Output and production 


Gross monetary sector product at current mar- 
ket prices increased by 28.3 per cent in 1972/73 to 
$A 501.6 million compared with virtually no change 
in 1971/72. This result was almost wholly due to 
the full year’s exports from the Bougainville Cop- 
per Project. In GNP terms at constant prices, 
however, after allowance is made for the services 
of overseas debt (especially for Bougainville) and 
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for the rise in prices of 7 to 8 per cent during the 
year, the outcome was a decline in real GNP of 3.6 
per cent from $A 636.5 million in 1971/72 to $A 
613.5 million in 1972/73. Nevertheless, this was 
better than the outcome for 1971/72 when real 
GNP fell by 6.6 per cent largely because of poor 
agricultural performance and the ending of the con- 
struction phase of the Bougainville Project. 


Other sectors of the economy failed to con- 
tribute much to growth of the economy in 1972/73. 
Agricultural and pastoral output was about 4 per 
cent higher than in 1971/72, but continued to be 
affected by drought conditions and low export prices 
for most of the period, although these began to 
improve towards the end of the year. Manufac- 
turing and tourism showed very little growth, while, 
in the commerce sector, retail trade declined by 
about 5.7 per cent because of reduction in con- 
sumer spending with the accelerating departure of 
expatriates, lower levels of private investment in 
building and a period of business uncertainty in late 
1972 and early 1973. 


(b) External trade and payments 


The external accounts showed dramatic changes 
in 1972/73. Exports of goods and services rose by 
over 100 per cent to $A 269.5 million compared 
with an increase of 19.5 per cent in 1971/72. Al- 
most the whole of this improvement is attributable 
to the full year’s exports of copper concentrate, gold 
and silver from the Bougainville Copper Project, 
amounting to $A 160 million, as compared with $A 
23 million in 1971/72. Other exports yielded about 
the same as in that year, with agricultural export 
receipts as well as receipts from marine and fores- 
try products up slightly, mainly because of increased 
export prices in the latter part of the period. How- 
ever, receipts from agricultural exports were still 
below the levels achieved in 1970 and 1971. 


SELECTED ECONOMIC INDICATORS 


(in million Australian dollars) 


Year ended June 


Percentage change over previous year 


1971 


Gross monetary sector product at current 


market prices . 391.3 
Gross national product at constant 

(1972/73) prices . 681.3 
Exports of goods and services 112.5 
Imports of goods and services 324.5 
Balance on current account . 216.5 
Consumer prices (1971/72 = 100) . : 99.0 


Sources: 
3 Estimate. 
P June quarter. 


1972 19738 1971 1972 1973 
391.0 501.6 22.7 —0.1 28.3 
636.5 613.5 14.4 —6.6 —3.6 
134.4 269.5 14.2 19%5 100.5 
304.7 302.0 21.1 —6.1 —0.9 

—188.7 —146.0 — —_ — 

105.9 111.0 _— 7.0 4.8 


Government of Papua New Guinea, Improvement Plan 1973-1974; Abstract of Statistics, June 1973. 
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Total imports of goods and services declined 
by about one per cent to $A 302 million, compared 
with a decline of over 6 per cent in 1971/72. Com- 
moddity imports declined by about 4 per cent, but 
there was a rise of nearly 7 per cent in invisible 
debits. The fall in the value of imports was caused 
partly by the completion of the construction phase 
of Bougainville and partly by the consumption 
effects of the decline in the number of expatriates. 
With higher import prices, the decline in the volume 
of imports is likely to have been substantially greater 
than the fall in import value. 


(c) Public finance 


Two important influences on the 1973/74 bud- 
get were (i) the introduction of the 1973/74 Im- 
provement Plan, for which the budget is the prin- 
cipal instrument of implementation, and (ii) the tak- 
ing over by Papua New Guinea of expenditure res- 
ponsibilities for functions previously exercised by 
Australian government departments. These latter 
transfers will result in certain capital payments for a 
few years ahead as well as in current expenditure 
which will continue to be borne by the Australian 
Government for 1973/74 but will eventually need 
to be taken fully in the Papua New Guinea budget. 
In addition, the 1973/74 budget provides for a 
number of special capital payments involved in the 
establishment of the central bank (the Bank of 
Papua New Guinea) the government commercial 
bank (the Papua New Guinea Banking Corporation) 
and the national airline (Air Niugini). These ex- 
penditures as well as others associated with the 
transfer of functions amount to $A 63.35 million. 
Normal expenditure, excluding the above items, is 
estimated at $A 249 million, an increase of 17.5 
per cent over that for 1972/73. An additional 
amount of $A 80 million will be involved in pay- 
ment of salaries for permanent expatriate and con- 
tract personnel and direct expenditure by Austra- 
lian departments and agencies. Total central gov- 
ernment expenditure is thus $A 329.1 million for 
1973/74, an increase of 12.4 per cent over the 
1972/73 expenditure of $A 292.7 million, exclud- 
ing the special capital payments referred to earlier. 
For the most part, the functional distribution of this 
expenditure will not be very different from earlier 
years. The main changes are the greater emphasis 
on expenditure for rural development, a reduction 
in expenditure on capital works and a marked 
increase in expenditure on projects involving govern- 
ment participation in private sector enterprises. 


Internal revenue is estimated at $A 109.5 
million in 1973/74, an increase of 17.6 per cent 
over the 1972/73 revenue of $A 93.1 million. 
About one-third of total revenue is from customs 
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and excise duties, but this has been adversely 
affected more recently by the reduction in the num- 
ber of expatriates and the consequent fall in im- 
ports. Higher estimated revenue in 1973/74 is at- 
tributable to new taxation measures introduced in 
June and August 1973. These included increased 
customs and excise duties on tobacco, alcoholic 
beverages, tea, coffee, soft drinks and petrol, an 
airport tax and an average increase of 4.5 per cent 
in rates of personal tax on incomes of $A 5,000 
a year or more. Other sources of revenue will be 
domestic and overseas borrowing, amounting to 
$A 61.7 million, of which $A 21.3 million will be 
from international sources (institutional and others). 
Assistance under aid programmes from Australia 
and other sources will amount to $A 184.4 million, 
compared with $A 126.2 million in 1972/73. 


(d) Prices, money supply and banking 


The new consumer price index introduced in 
1971 showed that prices rose by 7.0 per cent in 
1971/72. The rate of increase slowed down in late 
1972, but then gathered momentum again, the index 
rising by 1.6 per cent in the last six months of 1972, 
but by 3.2 per cent in the first six months of 1973. 
Increased import prices have been a major factor in 
these movements. : 


A central bank, known as the Bank of Papua 
New Guinea was established in 1973, taking over 
the functions formerly exercised by the Port Mores- 
by office of the Reserve Bank of Australia. It has 
the full powers of a central monetary authority, 
although some of these will not be exercised in the 
initial stages. It was also decided to establish a 
government commercial bank, known as the Papua 
New Guinea Banking Corporation, to commence 
operations in 1974. This bank will have both com- 
mercial and savings bank functions and act in com- 
petition with the four commercial banks already 
operating in the country. 


In July 1973 it was announced that a separate 
Papua New Guinea currency would be introduced 
after December 1974. Initally, at least, it would 
have the same value as the Australian dollar, and, 
for some time after, the two currencies would cir- 
culate side by side in Papua New Guinea. 


Major policy developments 


An important development was the achieve- 
ment of internal self-government in December 1973. 
It is expected that full independence will be gained 
by 1975. A one-year Improvement Programme was 
introduced for the period 1973/74 and it is intended 
that this should be the forerunner of a more com- 
prehensive development plan covering the period 
1974/75 - 1978/79. An eight-point statement of 
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aims has been adopted by the Government with the 
approval of the House of Assembly as basic refer- 
ence points both for the 1973/74 Improvement Pro- 
gramme and the longer-term development of Papua 
New Guinea. These eight points are: 


(1) a rapid increase in the proportion of the 
economy under the control of Papua New 
Guinean individuals and groups and in 
the proportion of personal and property 
income that goes to Papua New Guineans; 


(2) more equal distribution of economic bene- 
fits, including movement toward equaliza- 
tion of incomes among people and toward 
equalization of services among different 
areas of the country; 


(3) decentralization of economic activity, plan- 
ning, and government spending, with em- 
phasis on agricultural development, village 
industry, better internal trade, and more 
spending channelled to locai and area 
bodies; 


(4) an emphasis on small-scale artisan, service 
and business activity, relying where pos- 
sible on typically Papua New Guinean 
forms of business activity; 


(5) a more self-reliant economy, less depen- 
dent for its needs on imported goods and 
services and better able to meet the needs 
of its people through local production; 


(6) an increasing capacity for meeting govern- 
ment spending needs from locally-raised 
revenue; 


(7) a rapid increase in the equal and active 
participation of women in all forms of 
economic and social activity; and 


(8) government control and involvement in 
those sectors of the economy where con- 
trol is necessary to achieve the desired 
kind of development. 


Problems and prospects 


The outlook for the Papua New Guinean 
economy in 1974 seems resonably favourable. With 
good export prices for main export crops, such as 
coffee, coconut products and cocoa, more favour- 
able climatic conditions and the rapid expansion of 
new industries, such as palm oil, agricultural export 
receipts are expected to rise by about 25 per cent. 
Forestry and fisheries output is also projected to 
rise substantially. A further rise in export receipts 


from copper, gold and silver is also likely, especial- 
ly with present favourable world prices. The ba- 
lance of payments deficit on current account is ex- 
pected to be further reduced from $A 146 million 
in 1972/73 to about $A 117 million in 1973/74 
as a result of improved export performance and the 
revival of internal business confidence. It is ex- 
pected that GNP will recover strongly in 1973/74 
and will reach a growth rate of about 10 per cent. 


PHILIPPINES 


Introduction 


The year 1973 was one of rehabilitation and 
recovery following severe floods and a prolonged 
drought in the second half of 1972. The imposi- 
tion of martial law in September 1972 and subse- 
quent measures to bring about stability and social 
justice have given new directions for the Philippine 
economy. 


The economy became increasingly buoyant in 
the year 1973. GNP in the second half of 1972 
rose by a mere 0.8 per cent in constant prices over 
GNP in the first half of 1972, but, in the first half 
of 1973, the rise in GNP (in constant prices) was 
7.9 per cent over the previous six months. There 
has also been an export boom, predominantly from 
trade in traditional primary products but also ex- 
tending to exports of new primary products and 
manufactures. In addition, invisible receipts have 
exceeded payments by substantial margins. Thus, 
net international reserves have risen to record levels. 
Manufacturing output has risen significantly, as has 
employment. 


The consequences of these buoyant conditions 
were a rise of 9.0 per cent in money supply and 
of 30.6 per cent in domestic credits from January- 
September. 1973, as compared with the end of 
December 1972. Although the rise in money supply 
was moderate, since the Central Bank was maintain- 
ing a tight monetary policy, prices rose during the 
rainy season period from June to September. These 
are traditionally the months when rice is short, and 
a severe rice shortage hit the country in 1973. 
Since money wage rates have not been rising suffi- 
ciently, the real wage rate indices for 1973 for both 
skilled and unskilled workers declined below 1965 
levels. : 


For the rest of 1973 and into early 1974, 
progressively rising economic activity seemed in 
prospect, although the recent oil crisis raises uncer- 
tainties for 1974 as a whole because of the effects 
of the shortage domestically as well as in the rest 
of the world, especially in the industrially advanced 
nations. 
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TABLE I1-2-28. PHiLirpings: 


1977 


Gross national product (million pesos, 1967 


prices) . iy as 34,202 
Exports fo.b, (WUS million) 2 6 6. 1,136 
Imports feb. (FUS million) . 6. 8 YY 1,186 
Net international reserves, end of year ($US 

millon) oe ee oe ; 244 
Money supply, end of year (million pesos). 5,567 
Consumer prices, Manila (1965 = 100). , 153.2 


Sonrees; 
Annual Reports, 
. * Biest half, 
© First ten months, 
* End of October 1973, 
“End of September 1973, 
* First nine months, 


Recent economic developments 


(a) Gross national product 


In current prices, GNP for the first half of 
1973 was P 33,598 million or 14.1 per cent over 
GNP for the second half of 1972. (P 29,441 million), 
Total GNP (in current prices) for 1972-1973 was 
P 62,039 million, or 15.9 per cent higher than the 
P 54,402 million for 1971-1972, 


In 1967 prices, the GNP increase was smaller 
but still substantial. GNP for the first half of 1973 
was P 19,377 million compared with P 17,966 
million for the second half of 1972, or 7.9 per cent 
greater. The rise in GNP in the second half of 
1972 over the first half had been only 0.8 per cent 
in constant prices, this modest performance being 
the result of bad weather conditions and the un- 
certainties created by the declaration of martial law, 
both of which took place in the second half of 1972, 
For 1972-1973, total GNP (in 1967 prices) was 
P 37,343 million as against P 35,214 million for 
1971-1972. This was a rise of 6.0 per cent which, 
although short of the four-year plan target of 6.5 
per cent, was under the circumstances a creditable 
performance, 


The rise in GNP in the first half of 1973 was 
specially notable in manufacturing (13.9 per cent 
at constant prices) and agriculture, forestry and 
fishing (9.3 per cent), All other sectors of the 
economy grew by less than the average of 7.9 per 
cent, Manufacturing now accounts for 20.0 per 
cent of GNP, although agriculture (31.5 per cent) 
and services (23,1 per cent) are larger components. 


(b) External trade and payments 


The year 1973 was one of export boom for 
the Philippines, not only for its trade in traditional 


Part Two, Current Economic Developments 


SELECTED ECONOMIC INDICATORS 


Percentage change over previous year 
1972 1973 nen oe 


1971 1972 1973 
35,682 19,377" 6,5 4.3 8.38 
1,106 1,430 7.0 — 2.7 60,0" 
1,230 LW? 8.8 3.7 1S.3P 
282 752° 14 15.6 166.7 
6,797 7,203° 10,3 22.1 6.0” 
168.9 204.0" 14.6 10.2 20.9° 


National Income Accounts, 1969-1972; Central Bank of the Philippines, Swawreal Bulletin, News Digest and 


primary products but also for newly developed 
primary exports and manufactured goods. In 1972, 
exports had declined in value by 2.7 per cent com- 
pared with exports in 1971, but, in the first 10 
months of 1973, the value of exports rose to over 
$US 1.4 billion, or 60 per cent above receipts for 
the same period in 1972 and 29.4 per cent above 
export receipts for the whole of 1972. .The volume 
of traditional exports did not change greatly and, 
in some cases (e.g. coconut products), actually 
declined, but prices of practically all exports were 
substantially higher as economic recovery proceeded 
in the advanced industrial nations which are the 
main Philippine markets, especially Japan and the 
United States. On the other hand, imports increas- 
ed much more slowly during 1973 than exports, the 
result being the emergence of a substantial trade 
surplus of $US 313 million for the first 10 months 
of 1973 in contrast to the trade deficits that are 
normally experienced. With invisible receipts 
substantially exceeding invisible payments, net inter- 
national reserves increased by nearly 167 per cent 
during the first 10 months of 1973, rising from 
$US 282 million at the end of 1972 to a record 
level of $US 752 million at the end of October 
1973. 


(c) Public finance 


Government receipts (mainly tax collections 
and net borrowings) for the fiscal year 1972/73 
amounted to P 8,696 million, or 70.4 per cent more 
than in 1971/72 (P 5,103 million), Expenditures 
were P 7,513 million. An operating surplus of 
P 459 million and net borrowings of P 724 million 
meant that the Government ended the fiscal year 
with a cash surplus of P 1,183 million, representing 
13.6 per cent of total government receipts and 15.8 
per cent of total expenditures. More vigorous tax 
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collections of both internal revenue taxes and cus- 
toms duties, as well as tax amnesties (e.g. on un- 
declared incomes for all previous years), were 
largely responsible for the good tax performance. 
The collections on the tax amnesties alone were 
more than P 800 million. 


(d) Money supply 


Although public sector operations had a con- 
tractionary effect on money supply, the strong posi- 
tive balance of external payments more than offset 
this. 


Central Bank computations show that, for the 
first six months of the year, money of external origin 
added P 2,704.7 million to money supply. The 
public sector decreased money supply by P 1,317.7 
million, and the private sector (i.e. the commercial 
banking system) also exerted a negative influence 
of P 1,082.9 million. The net increase in money 
supply for January-October 1973 was therefore 
P 406.4 million or 6.0 per cent, bringing total 
money supply to P 7,203.0 million as of 31 Octo- 
ber 1973. 


(ce) Prices, wages and employment 


The rate of increase of consumer prices slowed 
down in 1972, the index for the Manila area for 
the year as a whole being 10.2 per cent above that 
for 1971, compared with a rise of 14.6 per cent in 
the latter year. In the first quarter of 1973, prices 
remained relatively stable, rising by about 1.5 per 
cent over the period. 


The abundant rice harvest for October-January 
as well as dampened demand as an aftermath of the 
floods and the uncertainty from the declaration of 
martial law kept prices down, From the second 
quarter, however, prices began to rise and, in the 
third quarter, which is the rice lean period in most 
of the country, the prices indices rose steeply, in- 
fluenced largely by imported inflation as well as by 
the rice shortage, estimated at as high as 700,000 
tons. The second dry season rice crop was blighted 
by drought. Fortunately, a bumper corn crop in 
the southern Philippines, adequate supplies of wheat, 
rice imports during this period amounting to 200,000 
tons, and rice rationing in the Greater Manila area 
from July to September 1973 prevented the rice 
shortage from reaching crisis proportions. Never- 
theless, the increase in consumer prices over the 
first nine months of 1973 was substantial, at nearly 
21 per cent for Manila and nearly 29 per cent for 
the Philippines as a whole, 


In addition to restrictive fiscal policy, a num- 
ber of monetary policy measures were taken during 


1973 to mop up excess money supply. These in- 
cluded the issue of Central Bank Certificates of 
Indebtedness (CBCI), treasury bills and other gov- 
ernment paper. To reduce bank liquidity, the 
Central Bank in November 1973 raised the cash 
margin on import letters of credit from 30 per cent 
to 50 per cent, and a required reserve of 5 per cent 
was imposed on bank deposit substitutes in all banks 
and non-bank financial institutions. 


Employment also seems to have risen during 
1972/73. The Central Bank employment index, 
admittedly not a comprehensive one, shows a rise 
of 5.6 per cent in employment from the first half 
of 1972 to the first half of 1973. The increases 
have been above average in transport (-++17.0 per 
cent), agriculture (++11.8 per cent), services (+8.8 
per cent) and mining (+-7.1 per cent). In construc- 
tion, employment fell by 33.6 per cent. 


Real wage rates have declined despite increases 
in money wage rates. From the first half of 1972 
to the first half of 1973, the index of wage rates 
for skilled workers rose from 144.6 to 152.2 
(1965 = 100) and for unskilled workers from 164.8 
to 167.2. When deflated for price increases, how- 
ever, the skilled worker wage rate indices were 87.5 
for the first half of 1972 and 87.5 for the first 
half of 1973. The corresponding indices for un- 
skilled workers were 99.8 for the first half of 1972 
and 96.1 for the first half of 1973. 


Major policy developments 


The most significant policy decision affecting 
the economy has been the drive for a new order 
and a New Society, signalled by the declaration of 
martial law on 21 September 1972. The imme- 
diate objective of that pronouncement was to deal 
with problems of law and order in various parts of 
the country. These problems were speedily brought 
under control, although not completely solved, with- 
in the period under review. However, the associat- 
ed restructuring of institutions, the creation of a 
more prosperous economy, and the attainment of a 
more just society were recognized as tasks requiring 
longer and more sustained effort. 


The first step taken in the implementation of 
the New Order was the reorganization of the execu- 
tive branch of the Government. This was in accor- 
dance with a plan that had already been framed by 
the Commission in Reorganization. Other major 
policies enunciated soon after were a reorganization 
of the educational system so as to emphasize tech- 
nical and vocational education, measures to improve 
the monetary and banking system and revisions of 
the tariff and tax codes, 
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Soon after the year 1973 began, a stock market 
mini-boon: developed and has been sustained at a 
high level ever since. This reflected the more stable 
peace and order and economic conditions, as well 
as an active policy of attracting foreign investment. 
The new emphasis on enticing foreign investment 
was intended to reverse patterns of the past. 


The Central Bank has enunciated a policy re- 
quiring every commercial bank to raise paid up 
capital to P 100 million within three years. The 
purpose is to strengthen the banking system as well 
as the individual banks’ competitive positions, and 
also to enable them to meet an expected demand 
for larger loans. In order to meet this requirement, 
the banks have taken diverse approaches: reinvest- 
ing profits and raising fresh capital; merging; and, 
most significant, seeking foreign partners by selling 
them up to the 30 per cent (in exceptional cases, 
40 per cent) of capital stock allowed by the Central 
Bank. The main foreign banking partners have 
been American and Japanese banks, although so far 
one British banking group and one German bank 
are reported to be considering investments in Philip- 
pine banks. 


Other areas to which attention is being turned 
are the promotion of tourism as a foreign exchange 
and employment generating activity as well as en- 
couragement and support of exports of non-tradi- 
tional commodities including manufactures. 


The land reform programme, at this stage 
covering rice and corn lands, gathered momentum 
in 1973. All estates above 50 hectares have already 
been broken up and possession has been given to 
the tenant-cultivators; and redistribution of lands 
between 24 and SO hectares is starting. In all, over 
600,000 farmers have benefited. Title to the land 
will be transferred after a process of payment taking 
place over 15 years. The transfer plan includes the 
organization of rural co-operatives as a means for 
maintaining and improving farmer productivity. 


The rice shortage triggered massive efforts to 
raise cereals and other food production. A “green 
revolution” programme to encourage backyard plant- 
ing of vegetables and root crops was launched. Two 
rice crash programmes were mounted: Masagana 99 
to mobilize financing, fertilizer distribution, and agri- 
cultural extension and Palayan ng Bayan to culti- 
vate idle lands. As a first fruit of these activities, 
the main rice harvest starting October 1973 has 
been at a record level. 


Coincident with the change in land ownership 
in favour of smaller farmers, a new orientation in 
tice price support policy has been adopted so as 
to benefit the rice farmers; the minimum buying 
price by the National Grains Administration has 
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been set at P 35 per sack of paddy. In the past, 
the price support level for rice was low, not only 
to favour the consumers but also on the ground that 
the principal beneficiaries from high rice prices 
would have been the large landowners. Now, the 
objective is to encourage the small rice farmers to 
produce more. This high price policy for rice, in 
addition to improved productivity on account of the 
new rice technology, has contributed to income re- 
distribution from the urban to the rural areas. The 
income redistribution is evidenced by a shift in the 
pattern of sales of durable goods as between urban 
and rural buyers. 


With the rise in government revenues, it has 
become easier to shift emphasis in spending towards 
capital expenditures, especially infrastructure. Thus, 
for 1973/74, the budget allocation for infrastruc- 
ture projects is P 2.3 billion, which is almost 100 
per cent greater than the infrastructure spending of 
P 1.4 billion in 1971/72. The share of infrastruc- 
ture expenditure will rise from 33 per cent of the 
budget in the 1972/73 fiscal year to about 50 per 
cent in the fiscal year 1973/74. 


On 3 July 1973, a new four-year development 
plan for the years 1974-1977 was adopted, to suc- 
ceed the previous plan for 1972-1975, even though 
that earlier one had been previcusly revised and up- 
dated. The objectives of the new plan are (i) 
promotion of employment (ii) maximum economic 
growth (iii) more equitable income distribution 
(iv) regional development and industrialization (v) 
social development and (vi) acceptable price and 
balance of payments stability. 


The growth target for the plan period 1974- 
1977 is 7 per cent, starting with 6.5 per cent in 
1973/74 and rising to 7.5 per cent in 1976/77. 
The GNP target is P 39,700 million (1967 prices) 
in fiscal year 1974 and P 48,861 million in fiscal 
year 1977. At a population growth rate of 3.01, 
this would raise per capita GNP from P 927 to 
P 1,077. To reach these targets, investment should 
increase by 9.6 per cent a year and the gross domes- 
tic capital formation should expand from 19.4 per 
cent of GNP to 21.3 per cent. Government con- 
sumption expenditures are programmed to increase 
by 5.3 per cent a year. Sectors which are expected 
to grow faster than average are mining (18 per cent), 
manufacturing (9 per cent in fiscal year 1974 and 
10 per cent in fiscal years 1975-1977), and con- 
struction (10 per cent). Export growth is projected 
at 10 per cent annually, to reach $US 1,780.6 
million in calendar year 1977, mainly from expan- 
sion of exports of minerals and manufactures. 


In agriculture, special emphasis will be placed 
on improving productivity, achieving self-sufficiency 
in food, and raising the level of rural income. 
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Three programmes which will promote these are 
agrarian reform, stress on food production, and co- 
operatives development. Infrastructure is necessary 
for national development; it is planned to set up 
efficient systems of roads, ports, railway, and air- 
ports as well as power, telecommunication, and 
water resource facilities. Finally, special attention 
will be directed to the development of Muslim areas. 


Emerging problems and prospects 


In 1973, the Philippines enjoyed unprecedented 
rises in the value of exports, to a large extent be- 
cause of favourable prices for traditional primary 
products. Imports rose much less than exports, so 
that the balance of trade was favourable. This 
cannot reasonably be expected to last for long. At 
best, if the balance of trade should remain positive, 
the surplus will be reduced, especially as prices of 
imports continue to rise and internal economic ex- 
pansion spills over into larger imports. A careful 
watch will have to be maintained over the balance 
of payments situation, even as import restrictions 
are being relaxed. 


The preferential trade arrangements which have 
characterized United States-Philippine trade in the 
post-war period will come to an end on 3 July 
1974, after winding down gradually over the last 
12 years. The changed trade and business relation- 
ships are not likely to raise difficulties, precisely 
because there has been ample time for adjustment. 


Fuel conservation measures were ordered as 
early as October on the onset of the Middle East 
war, and rationing of gasoline was imposed before 
the middle of November. Although the Philippines 
has been exempted by the Arab countries from the 
oil cuts scheduled for December 1973, there will be 
a fuel shortage. New sources of energy are being 
developed, such as hydro-electric and geo-thermal 
power, but perhaps the most effective medium-term 
solution to the energy crisis in the country would 
be the discovery of oil in commercial quantity. 
Several active oil exploration efforts are underway, 
especially in offshore areas in the Sulu Sea near 
Borneo, involving partnerships of Philippine and 
foreign firms and the Government. Nevertheless, the 
world-wide shortage of petroleum-based raw mate- 
rials, such as plastics and especially fertilizer, will 
affect Philippine manufacturing and agriculture. 


Despite these unfavourable factors, the pros- 
pects for the Philippine economy appear basically 
encouraging. A survey of the largest 100 corpora- 
tions by the Economic Development Foundation 
showed confidence that, in late 1973 and early 
1974, there would be a general expansion of econo- 
mic activity, increased prospects of employment, 


higher turnover and increased inventories. The 
foundations laid during the last 20 years in restruc- 
turing the Philippine economy, together with the 
optimism and dynamism in the private sector, the 
new organizational structure of the Government, 
and new policies encouraging domestic and foreign 
investment, should now produce successful results. 


REPUBLIC OF KOREA 
Introduction 


In 1972, although there was some recovery in 
the second half of the year over the depressed levels 
of late 1971 and early 1972, the economy grew 
in real terms by 7.0 per cent, the lowest rate of 
growth experienced since 1965. In 1973, however, 
there was a dramatic improvement, and real growth 
is expected to be about 17.0 per cent, the highest 
recorded for many years. A growth rate of around 
12.0 per cent has been forecast for 1974, although 
this does not take into account possible effects of 
the current oil crisis. 


The much slower growth rate over the late 
1971 - early 1972 period resulted initially from res- 
trictive monetary and fiscal policies introduced in 
1971 as part of the general stabilization programme 
designed to restrain aggregate demand and to check 
the emergence of serious balance of payments de- 
ficits. A heavy reduction in foreign demand for 
exports during the same period aggravated the slow- 
er growth. With the Japanese yen appreciations, a 
strong demand for imports, and a large downward 
adjustment of interest rates on both commercial 
and private loans in August 1972, together with 
the influence of an expansionary monetary policy, 
the country’s economy was able to achieve a very 
fast rate of growth in 1973. Investment spending 
as a whole also rose sharply. 


In spite of the expansionary monetary policy 
introduced in late 1972 and other adverse influ- 
ences, such as the higher cost of imports from 
Japan, uncertainty created by the international 
monetary situation, and high prices for imported 
raw materials and grains, special measures introduc- 
ed by the Government have helped restrain internal 
price increases. The consumer price index is likely 
to rise by about 6 per cent in 1973, compared with 
LU.7 per, cent jin 91972; 


With more favourable conditions in export 
markets since late 1972 and a series of economic 
measures adopted by the Government in August 
1972, the growth of exports in 1973 is expected to 
be about 90 per cent at current United States dollars 
or about 65 per cent at 1972 constant United States 


212 Part Two. Current Economic Developments 
TABLE II-2-29. RepuBLIC OF KOREA: SELECTED ECONOMIC INDICATORS 
(in billion won except where indicated) 
Percentage change over previous year 
1971 1972 1973 
1971 1972 1973 
GNP (1970 constant prices) . . aa 2,827 3,023 3,538" 9.2 7.0 17.0* 
Agricultural output (1970 constant orice) : 7485 760.9 811.7" ae 1.7 6:79 
Manufacturing output (1970 constant prices) . 659.2 762.8 1,059.6" 17.7 15.7 38.9 
Gross domestic fixed capital formation (1970 . 
constant prices) . .  . as 680.6 659.1 833.9° 4.7 —3.2 26.5" 
Commodity imports ($US million) Pers oe 2,394 2,522 3,890° 20.7 5.3 54.2 
Commodity exports ($US million) a ee 2 1,068 1,624 3,086" 27.8 52:1 90.0 
Money supply 2... eek ee 361° 509 738" 18.0 41.2 45.0 
Consumer price index (1970 = 100) OF uate 113.5 126.8 136,3* 13.5 11.7 73° 
Sources: Economic Planning Board, Monthly Statistics of Korea; and Bank of Korea, Monthly Economic Statistics. 
* Forecast by Korea Development Institute. 
End of December. 
dollars. Meanwhile, the rapidly rising prices of im- expanded by 15.7 per cent in 1972 compared with 


ported raw materials have led to a significant in- 
crease in imports in current prices. The balance- 
of-payments deficit, which declined sharply from 
one billion United States dollars in 1971 to 541 
million dollars in 1972, is expected to rise to about 
650 million dollars in 1973 and to 880 million 
dollars in 1974, 


Recent economic developments 


(a) Economic growth 


In 1972, real GNP increased at an annual rate 
of 7.0 per cent, compared with an increase of 9.2 
per cent in 1971. The low growth rate of 1972 
may be attributable to low growth in the agriculture 
sector and a heavy decline in fixed capital forma- 
tion in early 1972, along with low growth in both 
commodity exports and government spending. 
During the first half of 1972, aggregate demand 
was very weak, and real GNP increased at an annual 
rate of 5.0 per cent. In the second half of the 
year, however, due to a fast expansion of exports, 
the economy grew at an annual rate of 8.3 per cent. 
In the first half of 1973, it rose to a remarkably 
fast rate of 19.2 per cent. Agricultural and other 
primary production increased by only 1.7 per cent 
in 1972 compared with an increase of 3.3 per cent 
in 1971, mainly because of bad weather conditions. 


Output of the non-primary sectors, including 
all economic activities other than agriculture, fores- 
try and fisheries, increased at 8.9 per cent, the 
lowest since 1965. The average rate of growth of 
this group was nearly 15.0 per cent over the period 
1667-1971. In the first half of 1973, however, this 
group expanded at an annual rate of 21.4 per cent, 
which is much higher than the average for the 
economy as a whole. Manufacturing, which was a 
leading sector of the economy throughout the 1960s, 


17.7 per cent in 1971, and the average annual rate 
of growth of this sector, over the period 1967-1971, 
was 22.0 per cent. In the first half of 1973, this 
leading sector expanded at an annual rate of 30.8 
per cent. 


(b) Investment and savings 


Gross domestic fixed capital formation in 1972 
declined by 3.2 per cent as against an increase of 
5.3 per cent in 1971. Investment in dwellings de- 
clined by 6.9 per cent and investment in non-resi- 
dential buildings and other constructions also de- 
clined about 4.0 per cent. Government construc- 
tion registered a decrease of 3.8 per cent in 1972 
as against an increase of 5.3 per cent in 1971. 
Investment in machinery and equipment, which in- 
creased by 17.0 per cent in 1971, reversed its trend 
in 1972 and registered a decrease of 4.4 per cent. 


During the first half of 1973, gross domestic 
capital formation sharply increased at an estimated 
annual rate of 28.1 per cent: investment in machin- 
ery and equipment at 31.1 per cent, dwellings at 
61.4 per cent, non-residential construction at 85.7 
per cent, and government investment at 9.0 per 
cent. 


Domestic savings in real terms showed no sign 
of improvement over the last three years, remaining 
around 15-16 per cent of GNP. About 40 per cent 
of the gross domestic fixed capital formation, which 
has been around 25 per cent of GNP, has thus been 
financed by foreign loans and direct investment. 


(c) External trade and payments 


In 1972, the balance-of-payments deficit on 
current account, including transfer payments, declin- 
ed sharply to $US 371.2 million from $US 847.5 
million in 1971. The trade balance recorded a 
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deficit of $US 541.0 million as against $US 1,018.1 
million in the previous year. In 1972, exports of 
commodities increased by 48.0 per cent to $US 
1,675.9 million, which was much higher than the 
increase of 28.3 per cent in 1971. Imports of com- 
modities, on the other hand, increased by 3.3 per 
cent to $US 2,250.4 million as against an increase 
of 20.7 per cent in 1971. Demand for imports 
was very weak because of the 1972 recession. 


The share of industrial products in total com- 
modity exports increased from 82.1 per cent in 
1971 to 84.1 per cent in 1972. Of this, the pro- 
portion of textile products (including fabrics, clothes 
and yarn) in total commodity exports was 38 per 
cent in 1972 as against 41 per cent in the previous 
year. The next largest export items were plywood 
and wigs, accounting for 9 per cent and 5 per cent 
of the total, respectively. The major import items 
during 1972 were machinery and transport equip- 
ment ($US 761.8 million), grains ($US 282.7 mil- 
lion), crude oil ($US 217.7 million), textile fibres 
($US 159.3 million) and woods ($US 140.9 million). 


In the first half of 1973, commodity exports 
increased at an unprecedented annual rate of 101.1 
per cent to $US 1,334.5 million, while commodity 
imports also increased very rapidly at an annual rate 
of 78.5 per cent to $US 1,899 million. 


(d) Government revenues and expenditures! 


The total government revenue for the fiscal 
year 1972 was 709.3 billion won (equivalent to 
about 19 per cent of GNP), including counterpart 
and other funds made available through United 
States assistance programmes. In 1971, revenues 
were 555.3 billion won. 


The proportion of tax revenues in the total 
national revenue declined significantly from 76.4 
per cent in 1971 to 62.1 per cent in 1972, and, in 
the latter year, the proportion of borrowing from 
the Bank of Korea was 10.2 per cent. Tax revenues 
in 1972 increased by 3.8 per cent as against an 
increase of 23.5 per cent in 1971. The proportion 
of internal taxes in the total taxes continued to in- 
crease from 85.4 per cent in 1971 to 86.2 per cent 
in 1972, while the proportion of customs duties 
declined from 14.6 per cent in 1971 to 13.8 per 
cent in 1972. 


(e) Prices and money supply 


In 1972, the wholesale price index rose at an 
annual rate of 14.0 per cent and the consumer price 


1 Data based on Economic Planning Board, Republic of Korea, 
Summary of Budget for Fiscal Year 1972. 


’ capital and other services. 


index at 11.7 per cent, reflecting in particular a 
sharp increase in public utility charges and in the 
prices of rice and imported raw materials. The rise 
in the prices of imported raw materials was caused 
by a substantial rise in world market prices and the 
appreciation of the Japanese yen in late 1971. A 
system of price restraint was introduced by the 
Government in August 1972, and this helped to 
restrain the rate of increase during the first half of 
1973. Because of another Japanese yen apprecia- 
tion in early 1973, a further increase in import 
prices of raw materials and grains, together with a 
large monetary expansion from late 1972 through- 
out 1973, strong inflationary pressures have prevail- 
ed. 


The rate of increase in money supply increased 
sharply to an annual rate of 41.1 per cent in 1972 
from 17.7 per cent in 1971. In the first half of 
1973, the money supply increased at an annual rate 
of 56.0 per cent. ‘The primary sources of the rapid 
increase were export financing, foreign exchange 
earnings and special funds for stabilization of grain 
prices. 


(f) Employment and earnings 


According to official estimates, the unemploy- 
ment rate has been about 4.5 per cent during the 
last two years, compared with about 5 per cent in 
1969. However, the official statistics tend to under- 
state the amount of unemployment in that the de- 
finition of an unemployed person is someone who 
seeks work but works for less than one hour per 
week. In 1971, of the total employed labour force, 
about 51.6 per cent were engaged in agriculture, 
forestry and fisheries, 13.6 per cent in mining and 
manufacturing, and 34.8 per cent in social overhead 
In contrast, 58.7 per 
cent of the total employed persons were engaged in 
agricultural occupations in 1965. It is evident, 
therefore, that a substantial proportion of the labour 
force has moved from rural areas to urban industrial 
areas. 


Increases in real wage rates in manufacturing 
have significantly slowed down since 1960. In that 
year, they rose at a record rate of 21.8 per cent, in 
1971 at 6.9 per cent, and in 1972 at only 3.5 per 
cent. ; 


Major policy developments 


In spite of the various financial stabilization 
measures, inflationary pressures continued in the 
Republic of Korea in 1971 and 1972, while, at the 
same time, the rate of economic growth fell substan- 
tially. 
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An Emergency Economic Decree was promul- 
gated on 3 August 1972, The decree provides for 
the downward adjustment of interest rates on private 
loans to business firms made prior to 3 August 1972 
from an average of about 40 per cent per annum to 
16.2 per cent; while the bank interest rate on time 
deposits has also been adjusted downward from 
16,0 per cent to 12.0 per cent, By this decree, the 
Government also provided special funds to en= 
courage industrial rationalization and the adoption 
of technological improvements and to help industries 
improve their productivity and thus enhance their 
competitive position in the international market, 


In order to encourage investment spending, the 
Government increased the depreciation allowance 
to a range of 40 to 80 per cent, depending on the 
type of industry, Moreover, through easier credit 
conditions since the decree, loans to business firms 
have risen substantially, ‘This has been reflected in 
the sharp increase in the money supply since the 
announcement of the decree, 


Problems and prospects 


It is important, when assessing recent trends in 
the country’s economy, to bear in mind the objec: 
tives of the third five-year economic development 
plan, 1972-1976, The plan was based upon a lower 
rate of growth of GNP than in the past, because 
major policy objectives included the securing of 
internal and external balance, greater expenditure on 
social overheads and the development of less 
economically remunerative rural activities, and a 
greater concentration of investment on capital-inten- 
sive heavy and chemical industries, where the gesta- 
tion period is much longer than in traditional, 
labour-intensive, export industries, 


Investment activities revived in 1973, particu- 
larly in export-oriented manufacturing industries 
and in housing construction, Exports have been 
rising rapidly since the second quarter of 1972, and 
foreign exchange reserves increased by 48.6 per 
cent to $US 987 million in the 12 months to the 
end of October. Most of the export industries, 
which had been plagued by serious economic prob- 
lems until early 1972, have been running at full 
capacity, 


In 1974, however, exports are expected to slow 
down significantly on account of weak demand in 
world markets and the effects of the oil shortage. 
If the oil crisis is not resolved until early in 1974, 
it is projected that real growth may decline to 6-8 
per cent from the present forecast of an annual rate 
of 12 per cent. 
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There are some serious problems, however, 
which could endanger the attainment of the third 
plan objectives, Most of these are interrelated and, 
among them, the most important are connected with 
the attainment of price stability, higher grain pro- 
duction, lower balance-of-payment deficits, and a 
satisfactory contribution of domestic savings to gross 
domestic capital accumulation, Acquisition of 
adequate amounts of raw materials at reasonable 
prices will be another problem to cope with, 


There is a need for policies that will prove 
successful in increasing the share of domestic sav- 
ings, development of domestic resources, and effi- 
cient utilization of natural resources, including 
energy, if the objectives relating to economic 
growth, lower balance-of-payment deficits and price 
stability are to be attained, 


REPUBLIC OF VIET-NAM 
Introduction 


In 1973, GNP increased at a rate of 2.8 per 
cent, although the. industrial production index de- 
creased from 236 to 229 in the second quarter of 
1973, Agricultural production did not achieve the 
target set for 1973, Inflation remained a major 
problem, with the consumer price index increasing 
by 55 per cent, Balance-of-payments problems 
became more serious, the deficit reaching $US 70 
million as against $US 8.7 million in the previous 
year, 


Recent economic developments 
(a) Economic growth and output 


Private consumption and public consumption 
still account for about 90 per cent of GNP, The 
production structure is dominated by the abnormal 
share of the service sector which accounts for 51.6 
per cent of GNP, Agriculture and industry con- 
tribute only 35,1 per cent and 13,3 per cent of 
GNP, respectively, 


In constant 1960 prices, GNP increased by 2.8 
per cent, from $VN 120.4 billion in 1972 to $VN 
123.8 billion in 1973, 


Agricultural production was stable, By August 
1973, the cultivated area of paddy for the 1973/74 
crop reached 2,722,840 ha, or 68.5 per cent of the 
annual target, although the production of rubber 
increased by SO per cent compared with 1972, 
Fishery production was, by May 1973, only 38 per 
cent of the annual target. Animal husbandry pro- 
duction, by August 1973, reached 60 to 65 per cent 
of the yearly target. By the end of the second quar- 
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ter of 1973, the industrial production index was only 
229 compared with 238 a year earlier. However, 
a few industries, such as condensed milk, plywood, 
detergent, power and water supply, achieved increas- 
ed production levels during the year. 


In 1972 prices, gross investment for the year 
1973 was estimated at $VN 153 billion as against 
$VN 115 billion for 1972, an increase of 39 per 
cent. About 30 per cent of this total investment was 
in agriculture, while industrial investment made up 
39 per cent. To finance part of domestic invest- 
ment, special measures were implemented to raise 
the volume of private savings to $VN 166 billion 
in the eight months to August 1973 compared with 
$VN 135 billion for the whole of the previous year. 


(b) Trade and payments 


The balance of payments continues to be in 
difficulty. While foreign exchange availability has 
been reduced by military disengagement, demand 
for foreign exchange keeps rising as a result of in- 
creased expenditure on economic development. 
Nevertheless, the balance of trade improved signi- 
ficantly in 1972. 


Export promotion measures obtained en- 
couraging results in 1973. By November 1973, 
exports had reached $US 54.7 million. Total ex- 
ports for the year are expected to have reached 
$US 56 million, an increase of 100 per cent com- 
pared with exports in 1972. Imports also remain- 
ed at a high level. While it is difficult to reduce 
imports quickly, attempts are being made to bias 
import demand towards essential consumer goods 
and raw materials. 


United States aid remained the most important 
component of foreign aid, amounting to about $US 
445 million. Multilateral and bilateral aid from 
other sources increased from $US 3.6 million in 
1972 to $US 5 million in 1973. 


(c) Public finance 


Government expenditure in 1973 is expected 
to reach $VN 467 billion, an increase of 28 per 
cent compared with expenditure in 1972. The 
growth in expenditure is a consequence of increased 
spending for defence, the land reform programme, 
war veterans’ allowances and higher salaries for 
government employees. Military expenditure re- 
mains the biggest single item, amounting to $VN 
254 billion, or 54 per cent of the total budget, while 
civilian expenditure accounted for $VN 157 billion, 
or 33 per cent of the budget. 


Government revenue amounted to $VN 337 
billion and consisted of $VN 199 billion in tax 


revenue and $VN 138 billion in foreign aid. The 
budget deficit of $VN 131 billion, or 27 per cent 
of national budget, was financed out of treasury 
deposits, government bonds and advances from the 
national bank. 


(d) Prices 


Inflation continues to be a major problem. The 
consumer price index for 1972 increased by appro- 
ximately 5 per cent. In the first six months of 
1973, the price index for domestic products increas- 
ed by 24 per cent, while that of imported products 
increased by 33 per cent. 


This general increase in the price level was 
caused by the gradual devaluation of the Vietnam- 
ese piastre from $VN 492/$US 1 at the end of 
1972 to $VN 560/$US 1 in November 1973, and 
the increase in August 1973 in the official prices of 
a number of essential goods, such as gasoline (+50 
per cent), sugar (+66 per cent) and rice (+40 
per cent). At the end of October 1973, the prices 
of petroleum products were raised by a further 50 
per cent. 


(e) Money supply 


The money supply increased substantially in 
1973. It is estimated that, for the whole of 1973, 
the supply of money will increase by $VN 36 billion 
or by 15 per cent, as against an increase of $VN 
19.4 billion or 9.3 per cent in the previous year. 
The main factors responsible for the increase in the 
money supply are government expenditure and the 
extension of credit to the private sector. 


(f{) Wages, employment and unemployment 


The population of the Republic of Viet-Nam in 
1973 was estimated at 19.9 million, with an es- 
timated rate of natural increase of 2.6 per cent per 
annum. 


The labour force was estimated at 8,159,000, 
about 66 per cent of whom were in agriculture, 5 
per cent in industry, and 29 per cent in the service 
sector. It is estimated that about 180,000 new 
workers will enter the labour market each year. 


Unemployment is a serious problem among the 
1.3 million war refugees and the Government has 
launched several short-term employment creation 
projects for them in various provinces in central 
Viet-Nam. 


The withdrawal of United States and other 
military personnel and the decline in foreign con- 
tractual works has also affected employment. 
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Wages in the private sector have been adjusted 
to keep pace with the increase in prices, but wages 
in the government sector have been raised only 
slightly in the past two years, 


Major policy developments 


With the signing of the cease-fire agreement in 
1973 and the relative slowing down of military acti- 
vities, the Government has placed greater emphasis 
on the task of restructuring a war economy into a 
development-oriented economy. The two most im- 
portant development policies carried out in 1973 
were the continued reform in taxation and the imple- 
mentation of the Special Programme for Rehabili- 
tation, Reconstruction and National Development. 


(a) Tax reform 


The tax reform initiated in October-December 
1972 is intended to simplify the domestic tax sys- 
tem and to increase revenue collection. A value- 
added tax came into effect on 1 July 1973. This 
and other tax reform measures are expected to 
increase the ratio of tax revenue to GNP from 13 
per cent in 1973 to over 14 per cent in 1974. Tax 
revenue is expected to provide over 46 per cent of 
the annual budget in 1974 compared with 32 per 
cent in 1973. 


Domestic tax receipts showed an increase of 
$VN 30 billion, the major part of which was ac- 
counted for by the value-added tax ($VN 16 bil- 
lion), income tax ($VN 5 billion) and the special 
consumer tax ($VN 3 billion), 


(b) The Special Programme for Rehabilitation, 
Reconstruction and National Development 


This Special Programme is the first stage of 
the Post-War Development Strategy (1973-1980) 
announced on 20 May 1973. This strategy takes 
into account the new conditions after the Paris 
Cease-Fire Agreement and outlines the general 
direction and the programmes to be undertaken to 
achieve economic self-reliance and_ self-sustained 
growth. 


In the 1973 Special Programme, priorities are 
given to four areas: 


(i) _ the relief and resettlement of war refugees; 


(ii) increased production and agricultural de- 
velopment; 


(iii) improvement of the people’s standard of 
living; and 


(iv) reconstruction of the infrastructure. 
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This programme is to be financed by a special 
Relief, Rehabilitation and Reconstruction Fund, 
The total cost of the programme amounts to $VN 
62 billion, 


By the end of October 1973, an amount of 
$VN 36.8 billion had been spent on the projects 
under this programme, 


Problems and prospects 


Inflation is likely to become worse in 1974 
as a result of continued heavy government expendi- 
ture, the slow recovery of normal production and 
the direct and indirect effects of the current energy 
crisis, 


The budgetary deficit is likely to remain sub- 
stantial, even though the tax reform measures have 
succeeded in raising tax revenues well above the 
plan target. The balance-of-payments deficit will 
very likely become more serious, Foreign exchange 
reserves have reached the low level of $VN 150 
million. The Government has adopted a vigorous 
policy to promote exports and to curb imports, 
The value of exports in 1974 is expected to reach 
$US 100 million, double the 1973 level. Heavy 
import duties have been imposed on non-essential 
goods, 


If the Special Programme can be successfully 
implemented, it will make possible the resettlement 
of about 300,000 war refugees and the reduction of 
unemployment in the cities, Agricultural produc- 
tion should soon begin to recover, with the produc- 
tion of paddy likely to reach 7 million tons in 1974, 


SINGAPORE 


Introduction 


During 1972 and 1973 the economy of Singa- 
pore continued to record a high rate of growth, 
Gross domestic product at current prices rose by 
13.3 per cent in 1972, down one per cent as com- 
pared with 1971, Per capita GDP reached $S 
3,410, 


The slight slowdown recorded for 1972 was 
due largely to sluggish growth during the first half 
of the year. Major factors were the adverse im- 
pact of the international monetary crisis of August 
1971; reduction in British military spending; re- 
duced petroleum exports to the Republic of Viet- 
Nam consequent on the de-escalation of the Viet- 
Nam war, and depressed prices for Singapore’s major 
entrepdt commodities, 
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TABLE II-2-30. SINGAPORE: SELECTED ECONOMIC INDICATORS 


1971 


GDP at factor cost, current prices ($S million) 6,464.1 
Exports ($S million), of which: . . . . 5,371 
(a) “Domestcvexports «i. 45... : 2,373 
(b)" “Entreporexports” 3-7. ss 2,998 
Imports ($S million), of which: . . . . 8,664 
(a). “Retainediumporis 2 42 6,632 
(b) Entrepét imports . SA ye 2,032 
Consumer price index Stags = 100): 
Annual average . ee 113.6 
Money supply ($S million) Daceuber eect 1,786 
(a) Curréncy in circulation eas Mc 832 
(b) Demand deposits . . Pans 954 
Official foreign reserves ($S iting. 4,096.3 
Manufacturing production index cae ” 
fourth quarter. . . 123.0 


Percentage change over preceding year 


1972 1973 
1971 1972 1973 
TLE IAH| n.a. 14.3 13.3 n.a. 
6,149 3,966 12.9 14.5 41.7 
3,083 n.a. 29.5 29.9 a 
3,066 D.a. 25 7 — 
9,538 5,590* 15.0 10.1 24.5 
7,379 n.a. 16.6 11S — 
2,159 na. 10.2 6.2 — 
116.0 149.3” 1.9 2.1 29:75 
2,413 2,4634 8.1 3551 19.5 
1,033 1,005* 14.5 24.1 8.8 
1,380 1,4572 3.2 44.7 28.0 
4,930.8 5,711.6° 32.2 20.4 35.6 
147.2 154.3% 23.0 19.7 135 


Source: 
* First half of year. 
As at July 1973. 
© Increase from July 1972. 
4 As at August 1973. 
© As at June 1973. 
£ Second quarter. 


Economic conditions improved in the second 
half of 1972 and the upswing continued into 1973. 
The new wave of international monetary uncertain- 
ties culminating in the devaluation of the United 
States dollar in February 1973, the termination of 
the currency free interchangeability arrangement 
with Malaysia in May and the floating of the Singa- 
pore dollar in June did not have any significant im- 
pact on the level of business activity. For the first 
half of 1973 manufacturing production for export 
increased sharply, the tourist industry continued to 
expand, the construction sector maintained its 
buoyant level, and entrep6t trade expanded with the 
rising commodity prices. 


Inflationary tendencies evident in 1972, be- 
came increasingly marked in 1973. This is in sharp 
contrast with earlier years when the price level was 
very stable. 


Recent economic developments 


(a) Gross domestic product 


The manufacturing sector remained one of the 
major activities of the economy and accounted for 
one-third of the increase in GDP in 1972. How- 
ever, its growth rate was somewhat lower than that 
of 1971, albeit still satisfactory. This was due 
largely to the slower growth performance of the 
petroleum refining industry as a result of declining 
exports to Japan and the Republic of Viet-Nam, 
and to reduced domestic demand arising from the 
British military withdrawal. In 1973 conditions im- 


Department of Statistics and Monetary Authority of Singapore. 


proved in response to high external demand; the 
index of industrial production reached 154.3 for 
the second quarter of 1973, as against 132.4 for 
the same period in 1972. The major growth in- 
dustries are the electrical, ship-building and ship 
repairing and garments industries where export de- 
mand remains buoyant. Major problems confront- 
ing the sector are the shortage and rising cost of 
labour, high labour turnover, increasing difficulty 
of securing imported material inputs for some in- 
dustries, and the impending rise in fuel cost. 


The construction sector continued to maintain 
its pace as the fastest growing sector in recent years. 
Rapidly rising costs, caused by labour and material 
shortages, had prompted government measures to 
slowdown the pace of property development and 
reduce the speculative demand for housing which 
had contributed to a major increase in property 
values, particularly in the first half of 1973. 


In the service sector, a slower growth perform- 
ance in 1972 was largely the result of cutbacks in 
foreign military spending in Singapore; such spend- 
ing declined by more than half in 1972 and is 
expected to decline further in 1973. Entrepét trade, 
on the other hand, showed a modest recovery and, 
with rising commodity prices continuing unabated 
in 1973, this sector should record further improve- 
ment. The tourist industry continued to register 
satisfactory growth rates and hence to improve hotel 
occupancy rates. The financial sector showed a 
healthy growth performance in consonance with the 
development of Singapore as a financial centre. 


9: 


TABLE II-2-31. 
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SINGAPORE: GROSS DOMESTIC PRODUCT, BY 


INDUSTRIAL ORIGIN —- SHARES AND GROWTH RATES 


Industrial sector 


Percentage 


GDP at factor cost, current prices . 
Goods sector . 


Agriculture 

Manufacturing 

Construction 
Service sector 


‘Electricity, gas, water . 
Wholesale, retail trade: . 
(a) entrepdt 
(b) 
Ownership of dwellings . 


domestic trade 


Government services . 
Other services: 
(a) 
(b) 
(c) 
(d) 


military services . 
tourism : 
banking, insurance 
miscellaneous 


Source: 


(b) Gross domestic expenditure (GDE) 


The slight decline in GDP growth in 1972 is 
reflected in gross domestic expenditure, which show- 
ed a growth rate of 13.8 per cent as against 16.6 
per cent in 1971. 


Private consumption grew by 9.1 per cent, 
compared with 10.3 per cent in 1971; public con- 
sumption on the other hand rose by 17.9 per cent, 
compared with 12.5 per cent. The slower growth 
in private consumption was largely the result of 
reduced foreign military spending, whereas increas- 
ed defence expenditure by Singapore was the main 
reason for the increase in government consumption. 


Aggregate investment expenditure grew more 
slowly in 1972, with a rise of 22.5 per cent as 
against 35.8 per cent in 1971. The share of gross 
domestic fixed capital formation in GDE improved 
slightly, to 29.9 per cent, reflecting both a slower 
expansion of private sector investment but a much 
faster growth of public sector investment. 


(c) External trade and payments 


Total exports continued to expand in 1972, 
with increasing domestic exports. Domestic exports 
grew by 29.9 per cent in 1972, while entrepét 
exports grew by 2.3 per cent only; as a result, the 
share of domestic exports in total exports rose from 
44.2 per cent in 1971 to 50.1 per cent in 1972. 


Department of Statistics, Singapore. 


share 


LEE 1972 
Growth Percentage Growth 
rate share rate 
14.3 100.0 13.3 
BAS: PY EEEY seats 
8.7 2.8 10.0 
25.0 26> 20.1 
33.8 Hep 35.4 
100 662 
9.8 2.4 15.2 
qk 27.1 73 
(—0.4) (9.5) (2.0) 
(12.1) (17.6) (10.3) 
35.0 4.9 31.5 
9.6 6.6 12.8 
10.0 vw) 6.1 
(0.2) (2.8) (—51.4) 
(18.8) (5.4) (21.4) 
(22.9) (2.1) (26.6) 
(10.5) (14.9) (25.2) 


The increase in total exports by 41.7 per cent in 
the first half of 1973 was due to both domestic 
exports and entrepét exports. While petroleum ex- 
ports still remain the largest item of domestic ex- 
ports, exports of domestically produced goods such 
as electronics, electrical products, and garments 
have grown rapidly with the export performance of 
multinational firms geared to markets in the United 
States, the Netherlands, West Germany and other 
EEC countries. The growth in entrepdt exports can 
be attributed to the increased demand for re-exports 
of crude materials from China, Japan, the USSR 
and to increase in prices. In 1972, for the first 
time since 1966, the rate of export growth surpassed 
that of import growth; domestic exports continued 
to show sustained growth performance, with increas- 
ing export production by the multinational firms. 
Entrepét trade is likely to show further growth in 
1973 with rising commodity prices. 


In 1972 the rate of growth of imports slacken- 
ed to 10.1 per cent, from the 15 per cent recorded 
in 1971, the main reason being the slowdown in 
domestic capital formation and consumption expen- 
diture. But entrepdt imports also grew more slow- 
ly. In the first half of 1973, higher import prices 
of crude materials (particularly rubber and timber), 
foodstuffs (particularly rice), and increased prices of 
chemical and manufactured imports resulting from 
the upward revaluation of the currencies of several 
supplier countries, resulted in a rise of 24.5 per 
cent in total, imports. 
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The balance of payments continued to show 
a surplus in 1972, despite a slight increase in the 
merchandise trade deficit, but this deficit was financ- 
ed by net earnings from services and from increased 
capital inflow. The sharp increase in the net inflow 
of long-term non-monetary capital was due primari- 
ly to the increased inflow of private funds for direct 
investment purposes. Total official foreign reserves 
grew strongly by 20.4 per cent in 1972, to reach 
$S 4,930.8 million, and by a further 15.8 per cent 
to $S 5,711.6 million by the end of June 1973. 


(d) Government finance 


For the fiscal year 1972/73, an increased bud- 
getary surplus was achieved, with a salutory con- 
tractionary effect on the economy. Government 
revenue grew by 18.7 per cent, the increased re- 
ceipts from income and property taxes in a buoyant 
economy being a principal cause. Current expendi- 
ture grew by 11.8 per cent, with economic and social 
expenditures increasing in relative importance. 
Development expenditure grew by 24.5 per cent, 
more than half of this being loans to statutory au- 
thorities and government enterprises. The over-all 
budgetary surplus, together with increased govern- 
ment borrowing from domestic and external sources, 
has led to increased accumulation of government 
balances. 


For the fiscal year 1973/74, budgetary pro- 
visions show a sharp increase in development ex- 
penditure for the statutory authorities, a continued 
current budgetary surplus and an over-all budgetary 
deficit, to be financed by government borrowing and 
the utilization of the existing high balances. 


(e) Price level and money supply 


The price stability of over a decade, which 
prevailed despite continuous rapid growth, gave way 
to increasing inflationary tendencies in the latter 
half of 1972 and particularly in 1973. Until re- 
cently, Singapore had managed to escape the infla- 
tionary trends in supplier countries, by shifting its 
import supplies away from the advanced Western 
economies towards low-cost producers in Hong 
Kong, Japan and elsewhere. However, in the face 
of world-wide inflation, poor rice harvests in Asia, 
and general world commodity and food shortages, 
it became increasingly impossible to insulate the 
domestic economy from world inflationary tenden- 
cies. The externally generated inflationary pressure 
is reflected in an increase of 3.1 per cent in the 
import price index for the fourth quarter of 1972, 
with the increase mainly in food, beverages, tobacco 
and manufactured goods. Import prices rose to 
higher levels in 1973. 


The consumer price index rose by 6.7 per cent 
in 1972, as against only 2.8 per cent in 1971, and 
a total of 15 per cent during the period 1960-1971. 
However, between December 1972 and July 1973, 
the index had climbed a further 27.6 per cent, with 
food in general increasing by 43.8 per cent and 
cereals by 120 per cent. For the rest of 1972 and 
the early part of 1974, further sharp increases in 
food prices, and in petroleum prices, are expected. 


Measures which have been taken to combat the 
inflation include a tightening of monetary conditions, 
attempts to secure relatively cheap supplies of rice 
from all over the world, measures to combat pro- 
fiteering among traders, development of consumer 
co-operatives and the removal of import tariffs over 
a wide range of consumer goods. 


The money supply showed a sharp rise of 35.1 
per cent in 1972, with demand deposits growing by 
44.7 per cent and currency in circulation by 24.1 
per cent. This rapid rate of monetary expansion 
continued into the first quarter of 1973, and abated 
subsequently under various tight monetary measures, 
In the first half of 1972 the main impetus to 
monetary expansion came from the inflow of foreign 
funds; in the latter part of the year and in early 
1973, however, the main impetus came from the 
credit operations of financial institutions. Private 
sector liquidity also grew rapidly during the period. 
Hence, both money supply and private sector liqui- 
dity grew much faster than income and production, 


(f{) Employment and wages 


The labour force grew by 3.4 per cent in 1972, 
while employment grew by 3.5 per cent. Although 
the official unemployment rate remained at about 
4.8 per cent, it was generally felt that a redefinition 
of the term “unemployed” might reduce this per- 
centage. 


The National Wages Council, established in 
early 1972 to provide guidelines for orderly wage 
increases in the private sector, recommended an 8 
per cent wage increase in 1972 and the conversion 
of existing bonuses into an annual thirteenth-month 
wage supplement. At the same time, total compul- 
sory contributions by employers and employees to 
the Central Provident Fund were raised from 20 
per cent to 24 per cent of wages. For the public 
sector, wage levels were raised through the payment 
of an annual thirteenth-month wage supplement. 
For 1973, the Council recommended a wage 
increase of 9 per cent for the private sector. For 
the public sector, the 9 per cent guideline was 
also adopted; in addition there was a salary revision 
for the upper echelons of the Civil Service, to make 
the service more competitive with the private sec- 
tor. The whole Civil Service continued to receive 
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a thirteenth-month wage “supplement, plus increas- 
ed pay in lieu of reduced annual holiday leave and 
medical-leave benefits. The general increase in 
wage levels, while moderate against a background 
of rampant inflation in recent months, has necessi- 
tated further efforts to improve skills and raise 
labour productivity. 


(g) Financial institutions 


1972 saw a rapid expansion of the various 
financial institutions. The banking sector grew 
rapidly in 1972, with total resources increasing by 
34 per cent. The main impetus came from exten- 
sive loans to the private sector. 


Majer policy developments 


Since 1970, the downward trend in birth rates 
has been reversed as a result of the increasing num- 
ber of young women, born in the baby boom of the 
postwar years, who are reaching the reproductive 
age range. The desired average family size of 3.6 
children, as found from surveys, is also considered 
still too large for land-scarce Singapore. Hence, 
more drastic social disincentives are being intro- 
duced to discourage large family formation, and to 
bring down the birth rate. Educational measures 
aimed at changing fertility behaviour of parents and 
potential parents are being introduced and intensi- 
fied. 


The rapid economic growth of recent years has 
led to a tightening labour market. As the labour 
force is unlikely to expand rapidly from the fresh 
supply of males reaching working age (actual births 
had declined since the late 1950s), the policy is to 
encourage further the inflow of migrant labour and 
to increase the female participation rate. Increas- 
ing emphasis is being given to manpower develop- 
ment so that productivity improvement can offset 
the shortage in labour supply. Measures are also 
under way to reduce the high labour turnover in 
factories, which is affecting productivity, production 
schedules and investment planning. 


In industrial policy, measures have been direct- 
ed towards the consolidation of the industrial sector 
which has witnessed rapid growth in recent years. 
Rationalization measures include the dismantling of 
protective tariffs to industries established under the 
infant industry argument, constant efforts to en- 
courage domestic firms to modernize and become 
export-competitive through the introduction of mo- 
dern techniques of production, investment in capital 
equipment and personnel training, establishment of 
quality control, observance of sound management 
practices and continuance of cordial labour- 
management relations. In the encouragement of 
new industries, the Government has become increas- 
ingly selective in its award of incentives, with priori- 
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ty to firms and industries which are technology- 
based, provide good potential for skill development 
and have dynamic export markets. As such, foreign 
investment by multinational corporations has con- 
tinued to be encouraged. 


Financial policies during the period have been 
directed towards achieving economic stability and 
the further development of Singapore as a financial 
centre. Major events in 1973 were the termination, 
on 8 May, of the free interchangeability at par of 
the Singapore and Malaysian currencies, and the 
floating of the Singapore dollar on 21 June. The 
upward float contributed towards reducing the cost 
of imports and reduced the speculative inflow of 
United States dollars which had contributed to infla- 
tionary pressures. There has been a progressive 
dismantling of foreign exchange controls to permit 
the freer flow of funds and to allow Singapore 
resident companies and individuals to participate in 
the Singapore goldmarket and the very rapidly ex- 
panding Asian dollar market (the total assets of 
which reached $S 9 billion in March 1973). For 
the development of the capital market, the period 
saw the establishment of an independent Stock Ex- 
change of Singapore, and legislations to control and 
regulate the development of the corporate securities 
market. In the latter half of 1972 and the first half 
of 1973, the monetary authority of Singapore also 
undertook a series of measures aimed at a restrictive 
monetary policy which helped to curb the feverish 
activities in the stock-market and property market. 


Preblems and prospects 


All economic indicators point towards a con- 
tinuation of high economic performance for most 
of 1973 but a slowdown in 1974 as a result of the 
oil crisis and expected sluggish growth in world 
trade. Events of 1972 and 1973 serve to emphasize 
the extreme importance of external factors on the 
level of activity in the manufacturing, trade and 
financial sectors and on the cost of living. A high 
dependence on foreign trade and foreign investment 
means that the continued prosperity of Singapore 
can be guaranteed, not by sound domestic policies 
and a diligent and skilled workforce alone but by 
conducive international circumstances and particu- 
larly the prosperity of its major trading partners. 


Government policy continues to emphasize the 
development of Singapore as a manufacturing base 
and a financial centre, thfough the encouragement 
of foreign investment, the provision of good infra- 
structural facilities, the skilful development of 
scarce domestic resources and emphasis on quality 
and efficiency. Problems ahead are the inflation- 
ary situation which threatens to upset the orderly 
wage increases of recent years, bottlenecks in the 
supply of skilled labour, high labour turnover which 
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impedes attempts at raising productivity, the increas- 
ing difficulty of securing material supplies for some 
industries heavily dependent on imported inputs, 
and the consequences of increased petroleum prices 
and reduced supply on costs and level of produc- 
tion and the cost of living. 


SRI LANKA 


Introduction 


The growth in gross national product in real 
terms, which suffered a setback in 1971, recovered 
marginally in 1972 to a rate of 2.5 per cent. In 
per capita terms, however, this meant an increase 
of only 0.4 per cent. This rate of 2.5 per cent was 
substantially lower than the average of 4.3 per cent 
achieved during the last decade and the target of 
6 per cent stipulated in the five-year plan, of which 
1972 was the first year. With drought continuing 
to affect agricultural production for the third suc- 
cessive year and the acute foreign exchange short- 
ages affecting allocations to the industrial sector, it 
is unlikely that this growth rate will be substan- 
tially exceeded in 1973. The expected increases 
in tea and rubber production (the latter brought 
about by the high level of world market prices over 
the last few months) are not expected to improve 
this forecast markedly. 


In addition to the effect of the drought on agri- 
cultural exports in the current year, the sharp in- 
crease in world market prices of cereals, sugar and 
fertilizers has made an already weak balance-of- 
payment position even more critical. It is estimated 
that the increase in prices of these three commo- 
dities alone will cost the country an additional 
SRs 350-400 million in the current year. ‘This in- 
crease is approximately equivalent to 15-18 per cent 
of the country’s import bill. 


TABLE II-2-32. Sri LANKA: 
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The inflationary impact of the budget in 1971/ 
72 was less than that of the previous year, thereby 
continuing the improvement observed in 1970/71, 
However, capital expenditures did not show any sig- 
nificant increase, if allowance is made for the price 
increases that have taken place in both imported 
and locally produced goods, 


Recent economic developments 


(a) Output 


The growth in per capita output recovered 
marginally in 1972 from the negative per capita 
growth in 1971, However, this recovery in no way 
compensated for the shortfall during the previous 
year and fell far below the performance of the 
economy in the 1960s. 


Output of the agriculture sector increased by 
3.1 per cent in 1972, This was mainly owing to 
the rise in output of animal husbandry, fisheries, 
coconut and subsidiary food crops which offset the 
decline in production of rubber, tea and paddy, the 
decline in regard to the last two having been caused 
by the severe drought conditions which affected the 
country. Tea production, which increased by 3.6 
per cent in 1971, declined by 2 per cent in 1972 
to 471 million pounds, far below the peak level of 
503 million pounds achieved in 1965. Rubber 
production declined marginally by 0.7 per cent, be- 
cause of a reduction in the area being tapped. 
Coconut production, on the other hand, increased 
by 13.2 per cent to 2,963 million nuts, which was 
slightly below the peak production level achieved 
in 1964, Paddy production declined by 6 per cent 
to 62.9 million bushels, mainly due to the decline 
in production in the yala season. Output in the 
maha season was 42,3 million bushesls, and in the 
yala season 20,6 million bushels. The total of 62.9 
million bushels was a decline of nearly 19 per cent 


SELECTED BCONOMIC INDICATORS 


(in million rupees) 


1971 


‘GNP at factor cost in constant 1959 prices. 9,779 
Grossinationalincome™ 5 Gos es be 8,824 
EXDOUtG (LOiy) adi, Wes atsieatere 4) iss al Peet a 1,93) 
Enporevlcaty eae aa + ek Ge 2,218 
Monersauppls’ en es a 2,149 
External assets” (in million US dollars) .  . 444 
Colombo cost of living index (1952 =100)” . 142 


Percentage change over previous year 


1972 1973 oe 
1971 1972 1974. 

10,023 _ 09 a5 _ 
9,053 _ 05 2.6 _ 
1,962 _ —4,2 16 _— 
2,265 —4,9 23 — 
2,481 2,499¢ 9,3 15.4 0,7 
627 529% 21.1 41.2 _ 
15) 165° 184) 6.3 92 


Sources: Central Bank of Ceylon, Annual Report 1972 and Bulleun, July 1973. 
* GNP at factor cost in constant prices adjusted for terms of trade effect. 


» End of year. 
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from the peak production, of 77.4 million bushels in 
1970. The impact of the drought had its repercus- 
sions on other sectors through the lower foreign 
exchange earnings from Sri Lanka’s major exports 
and the higher outlays on imports of rice. Alloca- 
tion to the manufacturing sector and for building 
materials for the construction sector had to be cur- 
tailed, and, in view of this, manufacturing output 
in real terms increased by only 1.6 per cent in 1972, 
compared with 3.3 per cent and 5.9 per cent in 
1971 and 1970 respectively. The output of the 
construction sector declined by 8.1 per cent in real 
terms. 


The biggest shortfall in terms of the targets 
laid down in the five-year plan was in gross invest- 
ment. Against the annual increase of 5.2 per cent 
at constant prices laid down in the plan (a rate 
which had been achieved in the previous decade), 
there was a decline of 15.1 per cent in 1972. This 
was the result mainly of a decline in investment in 
the public sector resulting from the slow dispersal 
of funds. This shortfall in gross investment will 
have an adverse impact on future growth prospects, 
resulting in further shortfalls in relation to plan 
targets. 


The rate of growth in 1973 can only be very 
tentatively estimated at this stage. It is clear that 
the plan target may not be fully realized and it is 
unlikely that the rate of growth achieved in 1972 
will be substantially exceeded. Tea production is 
expected to increase by 2 per cent to the level 
reached in 1971, while rubber production is ex- 
pected to increase by 8.4 per cent over 1972. 
Against these positive factors, coconut production 
may decline drastically and, on present indications, 
it is likely to fall by as much as 25 per cent. Be- 
cause of the sharp increase in the domestic price of 
coconut products, the Government has introduced a 
ban on exports of copra and coconut, and it is likely 
that the export surplus will be reduced to around 
one-third to two-fifths of that in 1972. In the case 
of rice. the yala crop has once again been affected 
more than the maha crop and it is unlikely that 
the 1972 production level will be exceeded. Indus- 
trial production and construction activity will be 
affected by the serious foreign exchange shortages. 
It is unlikely, therefore, that growth in 1973 will 
substantially exceed that achieved in 1972. 


(b) External trade and payments 


The weakness in the export sector continued to 
be the critical factor affecting the over-all perform- 
ance of the economy. Foreign exchange earnings 
from exports increased in rupee terms by 1.6 per 
cent in 1972 over those of 1971, but declined by 
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1.9 per cent in terms of foreign currency. Export 
earnings from tea increased marginally by 0.8 per 
cent in 1972 compared with 1971. This was entire- 
ly due to the 8.2 per cent increase in the average 
f.0.b. price compared with 1971, as the volume of 
tea exports declined by 27 million pounds (ie. 6.1 
per cent). Export volume of rubber increased 
marginally, while the average f.o.b. price declined 
by 14 per cent, resulting in a decline in earnings of 
a similar magnitude. In the case of coconut, there 
was a 4.8 per cent decline in export value, in spite 
of a 25 per cent increase in volume compared with 
1971. This was mainly because of the low level of 
prices in 1972; the lowest for the last four years 
in the case of coconut oil and dessicated coconut, 
and the lowest for the last seven years in the case 
of copra. The value of minor exports registered an 
increase of nearly 20 per cent. 


The decline in the value of merchandise im- 
ports observed since 1970 was arrested in 1972. 
In value terms, there was a 2.2 per cent increase 
by comparison with tnat recorded in 1971, but, with 
a 5.3 per cent increase in import prices, import 
volume declined. The increase in food prices, 
which reached critical proportions in 1973, had 
already affected the economy during the second half 
of 1972. In the absence of any change in the 
Government’s policy of rationing basic consumer 
goods, once again the constraint imposed on the 
economy by the critical payments position resulted 
in a curtailment of allocations for raw materials and 
machinery spare parts. The shortage of foreign 
exchange, however, has led to the increased utiliza- 
tion of alternative local products. 


The deficit in the services account remained 
at the 1971 level of SRs 14 million, compared with 
a deficit of SRs 102 million in 1970. Earnings from 
tourism increased from SRs 20 million in 1971 to 
SRs 32 million in 1972, the setback because of in- 
surgent activity in 1971 having been overcome. As 
against this improvement, interest payments increas- 
ed by SRs 16 million as a result of the increased debt 
burden that the country has incurred. Transfer pay- 
ments increased by SRs 19 million as a result of the 
accelerated repatriation of Indians under the Indo- 
Ceylon Agreement. 


As in 1970 and 1971, short-term trade credits 
were a major source of financing for Sri Lanka’s 
imports. On a gross basis, such credits financed 
SRs 593 million of imports compared with SRs 658 
million in 1971, representing 29.7 per cent and 26.2 
per cent of total imports in 1971 and 1972 respec- 
tively. The amount of credits outstanding increased 
by SRs 23 million, compared with SRs 34 million in 
1971. Foreign assistance, which reached a record 
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level of SRs 603 million in 1971, mainly on account 
of a hard currency loan of SRs 150 million from 
China, declined to SRs 515 million in 1972. The 
importance of foreign aid in financing imports de- 
clined from 26.9 per cent in 1971 to 22.7 per cent 
in 1972. With regard to IMF transactions, total 
drawings of SRs 163 million were made during the 
year: $ 14.75 million under the Compensatory 
Financing Scheme and $ 10.5 million under the 
1971 Stand-By Agreement. Repurchases totalled 
SRs 170 million, resulting in a net outflow of SRs 7 
million, compared with a net outflow of SRs 62 
million in 1971. Interest and capital repayments of 
all loans, IMF drawings and suppliers’ credits of 
maturities exceeding one year totalled SRs 520 mil- 
lion in 1972 compared with SRs 422 million in 1971, 
and accounted for 26.5 per cent of total export 
earnings in 1972. It will be seen from table II-2-32 
that Sri Lanka’s external assets increased by SRs 183 
million in 1972, but this increase did not represent 
an absolute improvement in the external payments 
position, as it was matched by an increase in the 
short-term liabilities of the Central Bank and gov- 
ernment and commercial banks. 


The terms of trade declined once again in 
1972 by 3.7 per cent, mainly because of the increase 
in import prices which more than offset the increase 
in export prices of under 1 per cent. The adverse 
movement in import prices is partly the result of 
the adjustments in exchange rates that have taken 
place. The Sri Lanka rupee is estimated to have 
depreciated by something less than 10 per cent over 
the 12-month period since the major realignments 
of currencies began in August 1971. 


It is estimated that, in 1973, exports will grow 
by nearly 17 per cent in rupee terms, principally 
because of higher volumes of tea and rubber ex- 
ports, higher world prices for rubber exports and 
the remarkable increase in earnings for gem exports 
which are expected to yield SRs 125 million. Coupl- 
ed with this increase, however, is an expected in- 
crease in imports which would result in the mer- 
chandise trade balance worsening during the year. 
Moreover, because of increased interest payment, 
the current invisibles account is likely to worsen 
in spite of the expected increase in tourists’ earnings 
to SRs 50 million in 1973. In the case of foreign 
assistance, however, it is estimated that there will 
be an increase of over 10 per cent in 1973, mainly 
arising from higher disbursements on projects loans 
which have already been committed. Capital re- 
payments are expected to be about SRs 10 million 
higher than in 1972, but, as a proportion of total 
export earnings, this would represent a decline from 
the figure for 1972. However, the debt service posi- 
tion has been made worse in 1973 by the use of 
short-term to medium-term credits for flour pur- 


chases during the year, on account of delays in 
obtaining PL480 assistance pledged by the United 
States. This will increase the repayment burden 
over the next three years. 


(c) Public finance 


The budget for 1971/72 covered a 15-month 
period in order to change the financial year to a 
calendar year basis. In the analysis to follow, the 
data for 15 months have been reduced on a pro- 
rata basis to 12 months to allow comparison with 
the preceding financial year. Government revenue 
increased by 15 per cent in 1971/72, mainly as a 
result of higher receipts from the sale of Foreign 
Exchange Entitlement Certificates (FEECs), profits 
from the sale of arrack, business turnover tax, to- 
bacco tax and receipts from government trading 
enterprises. The increase more than offset the de- 
crease in revenue from the sale of foodstuffs and 
export and import duties. Government recurrent 
expenditure increased by 14 per cent, mainly on 
account of higher appropriations for food subsidies, 
public debt interest, defence, pensions and public 
service provident funds. Capital expenditure was 8 
per cent above the previous year, but fell short of 
budget estimates by an equivalent percentage. When 
discounted for price increases, there was no real 
increase in government investment in 1971/72 
compared with the previous year, and there was a 
considerable decline when compared with the peak 
level achieved in 1968/69. 


The net expansionary impact of government 
fiscal operations declined to SRs 112 million from 
the level of SRs 218 million in 1970/71. This im- 
provement was made possible by the large increase 
in revenue and the shortfall in planned capital ex- 
penditures. During the year, a number of major 
revenue proposals introduced in 1971/72, notably 
an increase in the price of flour and a rationing 
scheme for sugar, were withdrawn or modified. 
These changes would have increased the expansion- 
ary impact of fiscal operations to SRs 446 million, 
but subsequent partial reintroduction of some of 
the measures in 1972 dampened this effect. 


In the 1972/73 budget, revenue was projected 
to increase by 18 per cent to SRs 3,880 million. On 
the other hand, total expenditure was estimated at 
SRs 5,161 million, an increase of 11 per cent. Within 
total expenditure, capital investment is expected to 
increase by only SRs 51 million or 6 per cent, which, 
in a period of rapidly increasing prices, will not 
represent any increase in government investment in 
real terms. The main budgetary measures introduc- 
ed for 1973 were the increase in the premium rate 
for Foreign Exchange Entitlement Certificates 
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(FEECs) from 55 per cent to 65 per cent, extension 
of the FEF© scheme, increase in the rates of 
business turnover tax, increase in excise duties, the 
withdrawal of the subsidized rice ration from 
income-tax payers and their dependents and increase 
in the price of sugar. In addition, economies in 
capital spending of SRs 100 million are to be 
achieved by organizing voluntary labour to under- 
take capital development projects in the districts. 


Since the presentation of the 1973 budget, the 
fiscal position has worsened, mainly because of the 
sharp increases in world market prices of sugar, 
cereals, petroleum and fertilizers. This made it 
necessary for the Government to introduce drastic 
measures to curtail consumption. The first was the 
reduction by half in the free measure of rice issued 
per person per week, coupled with the suspension 
of the issue of the second measure which was pre- 
viously sold at SRs 1.40 per measure. The second 
was the increase in the price of flour by 30 cents 
a lb, ie. an increase of 62.5 per cent. The third 
was the reduction in the sugar ration to % lb per 
head per month and the fourth was the increase in 
the prices of petroleum products made necessary by 
the increase in the import price of crude oil. 


(d) Money supply and prices 


The money supply increased during 1972 by 
15.3 per cent, compared with 9.3 per cent in 1971 
and 4.5 per cent in 1970. This sharp increase was 
mainly a result of the bank strike during the last 
four months of 1972. In November and Decem- 
ber 1972, Treasury Bills amounting to SRs 300 mil- 
lion were issued to overcome the cash shortage that 
developed in government departments which were 
unable to credit cheques to their accounts during 
the strike. Similarly, bank credit to the private sec- 
tor also showed a substantial increase by SRs 220 
million, owing to the relatively heavy use of over- 
draft facilities made necessary by the strike. In the 
period up to the end of August, the month prior to 
the strike, the expansion in money supply was only 
0.3 per cent. Data available for the first half of 
1973 show that the money supply increased by 0.7 
per cent, compared with an increase of 0.5 per cent 
during the corresponding period in 1972. 


The Colombo town consumers’ price index rose 
by 6.3 per cent in 1972, compared with an increase 
‘of 2.7 per cent in 1971. This index is not an in- 
dicator of free market prices since many items of 
mass consumption which are rationed are included 
in the index only at the controlled prices. The 
import bans placed on chillies, onions and some 
other agricultural commodities led to sharp increases 
in the domestic prices of these items. The adjust- 
ments consequent on currency realignments, together 
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with the increase in world market prices of many 
commodities, also contributed to the increase in the 
price index. In 1973, the index rose by 9 per cent 
during the first six months, mainly because of in- 
creases in food, clothing and fuel prices. 


Major policy developments 


A number of far-reaching reforms have been 
introduced in the last year. Land ownership per 
family has been limited to 25 acres of paddy land 
or 50 acres of other land. The ownership of dwell- 
ings has been limited to two, plus one additional 
house for each child. The disposable income per 
family is limited to SRs 2,000 per month, with any 
excess to be paid into a compulsory savings ac- 
count. A bill has been passed requiring foreign 
companies operating in Sri Lanka to incorporate 
their firms in the country. 


In regard to the exchange system, as mentioned 
above, the FEEC rate was increased to 65 per cent 
at the time of the last budget and the FEEC category 
was widened, leaving only very basic imports, e.g. 
rice, flour, wheat grain, fertilizers, infants’ milk 
foods, lentils, fried fish, condiments, books, news- 
papers, periodicals and two-wheel tractors, exempt 
from the premium rate of exchange. Soon after 
the convertibility of the dollar was removed in 
August 1971, the Sri Lanka rupee was linked to 
the dollar and depreciated vis-a-vis sterling. Subse- 
quently, when sterling depreciated, the Sri Lanka 
rupee was linked to sterling, thereby achieving a 
further depreciation of the currency. Both these 
measures, when coupled with the changes in the 
FEEC system and the increase in business turnover 
tax over a wide range of commodities, led to a sig- 
nificant increase in the domestic price structure 
(although this is inadequately reflected in the Co- 
lombo consumers’ price index), thereby achieving at 
least a partial correction of the distortions that 
have existed for a very long period. 


The most important policy change that has 
been made, both for fiscal and balance of payments 
reasons, has been the change in the subsidy policies 
referred to earlier. The full benefit of these changes 
will be felt only in 1974 since most of the consump- 
tion requirements for 1973 had already been pur- 
chased by the time that these measures were intro- 
duced. Quite apart from providing additional bud- 
getary resources to meet the higher cost of imports, 
these measures will provide a strong impetus to the 
local production of rice, the guaranteed price of 
which has been increased from SRs 18 to SRs 25 per 
bushel, and to the production of substitute com- 
modities, such as cassava and sweet potatoes. At 
the same time as these measures were introduced, 
the Government launched an intensive campaign to 
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produce cereal substitutes. It is hoped that this 
will assist to generate employment in the rural areas 
as the lack of employment opportunities continues 
to be a major factor leading to social unrest. 


Problems and prospects 


The main thrust of government activity in 1974 
is expected to be in the field of food production and 
the generation of employment. The concern over 
shortfalls in the implementation of development pro- 
jects resulted in the creation in June 1973 of a 
separate Ministry for Plan Implementation. It is to 
concentrate entirely on implementation, leaving the 
other planning functions to the Ministry of Plan- 
ning and Economic Affairs as in the past. The 
Government also created a National Planning Coun- 
cil, consisting of the same members as the earlier 
Cabinet Planning Committee, and nine Sectoral 
Committees were appointed to identify projects and 
programmes for implementation in each sector. 


In 1974, a substantial improvement is expected 
from gem exports and industrial exports. A partial 
recovery of coconut production from the severe 
drought conditions in the current year is also ex- 
pected. The mobilization of exte-nal resources for 
Sri Lanka’s development efforts will be very im- 
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portant in the coming year. The recent measures 
that have been introduced by the Government, in 
respense to the food crisis, provide a useful step in 
that direction. 


THAILAND 


Introduction 


With rapidly rising prices of agricultural com- 
modities and basic industrial raw materials in world 
markets and a substantial improvement in the terms 
of trade, Thailand continued to enjoy a basic 
balance-of-payment surplus in 1973. However, with 
the effects of the shortfall in agricultural output in 
the previous cropping season, this also gave rise to 
inflationary pressure on the domestic economy. 
Most government economic measures in 1973 were 
relatively effective in moderating price increases of 
domestically produced farm products, but they were 
less successful in curbing the effects of higher im- 
port prices. Government revenue increased sub- 
stantially relative to expenditure and the budget 
deficit declined. The private demand for loans 
from commercial banks advanced rapidly, as rising 
prices inflated nominal expenditures for gross fixed 
capital formation and inventory accumulation. The 
money supply, therefore, continued to rise substan- 
tially. 


TABLE II-2-33. THAILAND: SELECTED ECONOMIC INDICATORS 
(in million baht) 
Percentage change over previous year 
Indicator 1972 19738 1974o 
1972 1973 197 # 

Total expenditure on GDP at current prices 156,542* 184,116 204,617 8.3 17.6 15 ea 
Of which: 
Private gross fixed capital formation 21,653 24,468 _ 28,872 4.8 13.0 18.0 
Government gross fixed capital formation . 10,810 12,600 14,950 —0.8 16.5 18.7 
GDP (1962 constant prices) 132,336* 144,246 153,320 4.0 9.0 6.3 
Of which: 
SCHIDICC Mee eee ae a Sesh ple 36,229 39,908 42,100 —5.0 10.2 55 
Manufacturing en Pi te 25,109 27,871 30,100 11.0 11.0 8.0 
Construction .. “hal as hath 4 eel 7,204 7,636 ~ 8,100 4.0 6.0 6.0 
Exports of goods ud services SZipooe 42,710 47,650 22:9 pil les 11.6 
Imports of goods and services : 3533/5" 44,855 53,200 13.6 26.8 18.6 
Balance of payments on current account oe : 

including transfers) —2,836° —2,145 —5,550 _ — —_ 
Basic balance of payments . B.0g 1 1,800 -- — — — 
Change in money supply Gncluding time 

deposits) : 5 12,891° 15,200 13,000 24.0 22.8 16.0 
Consumer price index® (1964/65 = = 100) . 119.5° 137.4 151.1 4.8 15.0 10.0 
International reserves (million $US) . 819.8° 993.6° 1,096.1* 3.6 21.2 — 


Sources: 


Data on price level are from the Department of Business Economics, Ministry of Commerce. 


Data on financial 


yariables are from the Bank of Thailand. Estimates and forecasts are provisional. 


» Forecast. 
4 Average for the year. 
£ October 1973. 


* Estimate. 
© Actual. 
© January of year. 
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Recent economic developments 


(a) Output and expenditure 


Mainly as a result of a severe drought affecting 
the principal crops, rice and maize, agricultural pro- 
duction declined by roughly 5 per cent in 1972. 


The situation greatly improved in 1973. Up 
to the end of October, the pattern and amount of 
rainfall was timely and adequate. It was therefore 
expected that the major crops would yield a sub- 
stantially higher output than in the previous year. 
Output of paddy was expected to increase by more 
than 12 per cent from the unusually low level of 
1972, reaching at least 13.6 million tons, the same 
as achieved in 1971. A preliminary survey of maize 
plantings indicated a likely output of at least 2.3 
million tons, about 1.0 million tons more than in 
1972. Agricultural output as a whole was expected 
to increase by about 9 to 10 per cent in 1973. 


Outputs of other sectors, such as manufactur- 
ing, transport and communications, electricity and 
water supply, wholesale and retail trade and finan- 
cial business, were expected to increase at their nor- 
mal rates owing to buoyant business conditions. 
Activity in the construction sector, which has been 
affected by substantial increases in the prices of 
building materials, began to show signs of improve- 
ment in mid-1973. 


Preliminary information provided by the Na- 
tional Economic and Social Development Board in- 
dicates that real output for the economy as a whole 
grew by about 4 per cent in 1972, compared with 
the target rate of 7.5 per cent set in the third 
national development plan (1972-1976). With the 
recovery of agricultural production, it is estimated 
that the corresponding figure for 1973 will be about 
9 per cent, making an average annual rate of 6.5 
per cent for the two years 1972 and 1973. 


The buoyancy in export earnings during 1972 
and the first half of 1973 resulted in marked in- 
creases in the nominal income of households, busi- 
ness and the Government and hence in consumption 
expenditure. Nominal values of retail sales of de- 
partment stores in the Bangkok Metropolis in- 
creased at an annual rate of 40 per cent during the 
first six months of 1973, compared with 23 per cent 
in 1972. On the other hand, sharply rising prices 
of construction materials prompted many private 
investors as well as government agencies to delay 
certain construction projects. Thus, in 1972 and 
1973, the construction sector has been expanding 
more slowly than have other sectors. 
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(b) External trade and payments 


The value of merchandise exports increased by 
28 per cent in 1972 and continued to rise at a high 
rate in the first three quarters of 1973. Unlike the 
situation in 1972, when the volume of major ex- 
ports increased substantially while unit values ad- 
vanced only moderately, the substantial gain in 
value of merchandise exports during the first three 
quarters of 1973 occurred through steep increases 
in prices and despite reductions in volume. 


In the services sector, although the reduction 
in United States Government spending following 
from further withdrawals of United States forces 
from Thailand resulted in lower earnings from this 
source, especially after mid-1973, these effects were 
somewhat offset by a substantial gain of income 
from tourism brought about by large inflows of 
foreign visitors from Japan, the Federal Republic of 
Germany, Malaysia and other countries whose cur- 
rencies had been revalued in relation to the baht. 


Under the influence of substantially greater 
export earnings and household income in 1972, 
merchandise imports grew by 15 per cent in that 
year; and, despite the sharp increase in import prices 
and the devaluation of the baht, import orders re- 
mained very high throughout 1973. 


Payments for foreign services rendered to Thai 
nationals increased by about 5.5 per cent in 1972 
and were expected to increase at a somewhat higher 
rate in 1973, owing to upward adjustments in freight 
rates and increased remittance of investment income 
from foreign firms to their parent companies. Total 
imports of goods and services were expected to be 
27 per cent above the 1972 figure. 


Thailand enjoyed a record level of net capital 
inflows in 1972, partly because of lower interest 
rates abroad as well as more drawings of foreign 
loans on the part of government enterprises. How- 
ever, the reversal of interest rate trends in foreign 
credit markets toward the end of 1972 and the 
sharp increases in such rates during the second and 
third quarters of 1973 resulted in a marked slow- 
down in net capital inflows. 


The basic balance of payments (allowing for 
capital inflows) registered a substantial surovlus of 
nearly 4.000 million baht (approximately $US 200 
million) in 1972. Because of the rapid increase in 
the value of merchandise imports and the slow- 
down in net foreign cavital inflows, the balance of 
payments was exvected to show a smaller surplus 
of about 1,800 million baht in 1973. 
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(c) Public finance 


After a tight financial situation in 1971 caused 
by the sluggish growth in tax revenue and the sus- 
tained increase in expenditure, the Government’s 
fiscal position began to improve in 1972. Central 
government revenue increased by about 11 per cent, 
partly because of higher receipts from customs duties 
and the generally high level of economic activity. 
Central government expenditure, on the other hand, 
increased at the relatively low rate of 5 per cent, 
primarily because of the low level of capital appro- 
priations for the 1971/72 fiscal year (October- 
September). In 1973, the growth in tax revenue 
accelerated even further as economic conditions re- 
mained buoyant. Rising construction costs, how- 
ever, exerted some restraining influence on public 
sector capital expenditure, certain investment pro- 
jects of lower priority having to be deferred. This 
slower growth in capital outlays was somewhat off- 
set by the faster pace of current expenditures as a 
result of the upward adjustment in pay scales of 
civil servants in June 1973, as well as the continu- 
ously larger volume of annual interest payments on 
the public debt. Nevertheless, the gain in revenue 
was such that the government deficit in 1973 is es- 
timated to have been relatively small compared with 
the deficits of the previous three years. 


(d) Money and prices 


The balance-of-payment surplus, together with 
the large government budget deficit, was responsible 
for a sharp rise in the money supply in 1972. 
Money supply, including time deposits, increased by 
24 per cent, and a further rise of 23 per cent was 
estimated as likely to occur in 1973. The extreme- 
ly liquid situation in the financial markets during 
1972 and the early part of 1973 enabled the com- 
mercial banks to accommodate the greatly increased 
demand for credit of the private sector, even though 
the reducing level of the balance-of-payment surplus 
and the lower rate of government deficit began to 
restrict their sources of additional cash assets. The 
general tightening of financial markets was evident 
later in 1973, as key interest rates tended to move 
up from mid-year. 


Like many other countries, Thailand experienc- 
ed serious internal price inflation in the second half 
of 1972 and most of 1973. The consumer price 
index for urban areas rose by 8 per cent during 
1972 and by a further 8 per cent during the first 
five months of 1973. Rising prices led to indus- 
trial unrest and widespread demands for wage in- 
creases towards the end of 1973. A major factor 
contributing to internal price increases was the sub- 
stantial rise in prices of Thailand’s main exports of 
primary products for a variety of reasons, including 


world currency realignments which involved the 
effective devaluation of the baht. 


Another important factor has been the rise in 
import prices as a result first of world-wide increases 
in prices of industrial raw materials and second of 
the devaluation of the baht vis-a-vis major curren- 
cies other than the United States dollar. However, 
export prices in terms of baht rose even more rapid- 
ly and thus the terms of trade showed a marked 
improvement towards the end of 1972 and during 
the early part of 1973. One result of these changes 
was, in effect, to bring about a redistribution of 
real income from the urban sector to the export- 
oriented agricultural sector during 1972 and 1973. 


Major policy developments 


Major developments in the economy which re- 
quire public policy consideration have dramatically 
changed during the past few years. In 1970 and 
1971, the problem of poor export performance and 
pessimistic outlook on the part of the business com- 
munity was uppermost, but this situation changed in 
1972 when the value of merchandise exports in- 
creased by 28 per cent and the economy became 
more buoyant. 


By the end of 1972, rising prices, especially for 
rice, had emerged as a major issue requiring atten- 
tion. More than 2 million tons of rice was ex- 
ported in that year, while the 1972/73 paddy crop 
was much smaller than it had been in the previous 
three years. In addition, the peace settlement in 
Viet-Nam had induced speculative hoarding of some 
commodities, such as textile products and construc- 
tion materials. The prices of these goods began to 
rise sharply during the first half of 1973, prompting 
the Government to take several counteracting mea- 
sures, 


Export premiums on most grades of rice were 
first reimposed in September 1972. Because of the 
extremely buoyant foreign demand, however, they 
had little depressing effect on domestic prices, as 
exporters were able to pass on the premium in- 
creases to foreign buyers. Wholesale and retail 
prices of rice continued to increase unabated, as 
more than 500,000 tons was exported during the 
first quarter of 1973. Since the remaining stock 
of rice was thought to be dangerously low, there 
was a general concern about the inadequacy of rice 
supplies to meet domestic consumption requirements 
at reasonable prices. The Government therefore 
instituted a system of monthly export quotas, be- 
ginning in April 1973. In addition, exporters were 
required to sell certain amounts of rice at conces- 
sionary prices for official resale to low-income con- 
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sumers in the Bangkok Metropolis at prices below 
those of the free market. The proportion of com- 
pulsory contribution, for domestic price stabilization 
purposes, to the allotted export quotas was increas- 
ed continuously from 25 per cent in April to 100 
per cent in June. Despite all these measures, 
domestic prices continued to increase so markedly 
that a total ban on rice exports was imposed on 
12 June, and, a month later, controls over retail 
prices of most grades of milled rice were introduced. 
The export ban and price control measures, to- 
gether with reports of a reasonably large output of 
paddy from the second cropping season (January- 
June) and normal rainfall for the main rain-fed crop 
(July-December), helped to stabilize the domestic 
prices of rice and other food items, especially in the 
Bangkok Metropolis. It was expected that the 
situation would be eased further when the main rice 
crop came into the market in January 1974. 


Price controls were also imposed on certain 
textile products in February 1973, and, in March, 
exports of cotton and synthetic yarn were prohibit- 
ed. However, additional controls on cotton-yarn 
prices and amendments to the original scheme of 
price restraints on finished textile products were in- 
troduced in June, because external prices of raw 
cotton and yarn had become so high that the domes- 
price controls had drastically reduced domestic 
supplies of yarn for the weaving-mills. 


Measures to deal with rising prices in the iron 
and steel industry were also introduced. The 
domestic prices of construction iron rods increased 
so fast in January 1973 that export bans on this 
commodity were imposed in February, and import 
tariffs on scrap iron and related materials were 
reduced in March and in July. Even though the 
Board of Investment authorized promoted steel com- 
panies to increase the ex-factory prices of their pro- 
ducts in March, July and September, the domestic 
production of iron rods was much reduced owing to 
supply shortages and the extremely high price of 
imported raw materials. By the end of August, 
the wholesale prices of iron rods were more than 
twice those prevailing at the end of 1972. 


The Government’s concern with internal price 
movements, as well as with the export sector, was 
also reflected in decisions about the external ex- 
change rate of the baht. When the United States 
devalued its currency for the second time in Febru- 
ary 1973, Thailand decided to devalue the baht in 
the same proportion, in order to generate higher 
income for the exporting sector, thereby providing 
income and price incentives for farmers and indus- 
trialists to increase their future production for ex- 
port. Following the intensified inflationary pres- 
sure, together with upward movements in values of 
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strong currencies such as the Deutschemark, the 
Government revalued the baht relative to gold by 
4 per cent in July. However, the countercyclical 
effect of this revaluation seemed to be more psycho- 
logical than real, as world prices of imported manu- 
factured goods and industrial raw materials continu- 
ed to increase at rates much faster than that of the 
currency readjustment. The dampening effect of 
the parity change was more substantial on the ex- 
port side, as world prices of maize, rubber and 
kenaf began to decline in mid-August. 


Fiscal operations in' 1973 tended to be less ex- 
pansionary, as government revenue was greater than 
expected, while capital expenditure was rather less. 
The monetary stance of the Central Bank was large- 
ly neutral in 1973, except for a two percentage 
point increase in its loan rate to the commercial 
banks in August. Since the banks borrowed rela- 
tively little from the Bank of Thailand in the form 
of direct loans, the loan rate increase had practically 
no effect on their ability to expand credit to the 
private sector. In fact, such credit was expected to 
increase by more than 12,000 million baht in 1973, 
compared with a mere 3,760 million baht increase 
in 1972. 


Problems and prospects 


For an open economy which depends heavily 
on foreign trade, such as Thailand, changes in world 
market conditions exert very strong influences on 
the domestic economy. The world-wide inflation 
in 1973 made it difficult to curb internal price in- 
creases, especially for commodities with a high im- 
port content. Substantial currency revaluation is 
not favoured as a means of completely. neutralizing 
inflationary influences from abroad, lest the growth- 
inducing export sector be critically hurt in the long 
run. Although the counterinflationary action taken 
has had some effect, measures such as the ban on 
exports of rice must only be temporary if the ba- 
lance of payments is not to be seriously weakened. 
In the long run, reduced dependence on imported 
raw materials and the expansion of domestic output 
may help in insulating the economy from outside 
forces. 


Under normal conditions, the prospects for 
Thailand’s economy in 1974 seem favourable. The 
agricultural sector made a satisfactory recovery in 
1973 and, weather permitting, should continue to do 
well in 1974, owing to the ample price incentives in 
the 1972/73 season. The acute oil crisis toward 
the end of 1973, however, introduced a large ele- 
ment of uncertainty in the economic outlock. If 
the crisis continues to persist with its expected 
severity, real output of the non-agricultural sectors 
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will be much reduced, while inflated production 
costs will inevitably result in further price increases, 
The magnitude of these effects will ultimately de- 
pend on the extent to which supplies of crude oil 
are reduced and prices are increased. 


TONGA 


Introduction 


The continued widening of the external pay- 
ments gap remains a major problem for Tonga. 
Foreign exchange receipts from the principal export 
items declined again in 1972 for the fourth year in 
succession, partly because of the effects of hurri- 
cane and disease on production and partly because 
of lower export prices. Imports continued to rise, 
and the trade gap widened to $T 5.4 million, al- 
though this was largely covered by receipts from 
tourism and an increased flow of remittances from 
Tongans living abroad, Such remittances are now 
substantially in excess of commodity export receipts. 


Recent economic developments 
(a) Output 


Only sparse data exist on recent production 
trends. Agricultural output is the major component 
of the gross domestic product, its share being over 
52 per cent of the total in 1970/71. Non-monetary 
subsistence sector product accounted for 66 per 
cent of this. Copra production, as indicated by 
export figures, appears to have recovered some- 
what in 1972 following years in which output was 
badly affected by hurricanes. Part of the coconut 
production is processed into desiccated coconut for 
export (this is the main manufacturing activity), 
but output declined in both 1971 and 1972 because 
of inadequacy of coconut supply. The outlook for 
coconut products is not encouraging. Some replant- 
ing has taken place as part of the development 
programme, but, with a high proportion of over-age 


TABLE II-2-34. Tonca: 


1971 


Gross domestic product" at factor 


cost 12.2 
Exports Lek 
TOI DOVEO Fos, pate, ia puss 6.3 
Consumer prices (1969 = 100) . 105.7 


* Fiscal year ended June. 

» December quarter. 

© June quarter. 

‘Increase for six months ended June 1973. 
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palms and thus declining yields, together with an 
increasing proportion of nuts being consumed local- 
ly, the output of coconut products seems more likely 
to fall than to rise during the next few years. 


Banana production has also been seriously 
affected by hurricanes, disease and poor agricultural 
management, and it is apparent from export data 
that output is now substantially below what it was 
a few years ago. A more encouraging sign is the 
development of fresh vegetable production, especial- 
ly tomatoes, for export, but here again there is a 
need for much improved agricultural practices. 


(b) External trade and payments 


The external trade position of Tonga continued 
to worsen during 1972, with export receipts declin- 
ing by 6.8 per cent to $T 2,050,000. This was 
the fourth year in succession that the value of ex- 
ports had declined, the 1972 level being only 53 
per cent of that recorded in 1968. The main rea- 
son has been the persistent fall since that year in 
both the value and volume of exports of bananas 
and coconut products, which together usually ac- 
count for 80-90 per cent of total exports. In 1972, 
the value of banana exports was Jess than 19 per 
cent of the 1968 level and coconut products (copra 
and desiccated coconut) only 70 per cent. Other 
principal exports are fresh fruits (other than bana- 
nas) and vegetables. Fresh fruit exports, which 
were valued at over $T 112,000 in 1971, were worth 
only $T 17,400 in 1972. This decline was more 
than offset by an increase of nearly $T 131,000 in 
exports of fresh vegetables, nearly half of which 
consisted of tomatoes. Tomato production for ex- 
port is a fairly new development in Tonga. 


The decline in receipts from banana and copra 
exports over recent years has been very largely the 
direct result of falling domestic production, although 
unfavourable export prices, especially for copra, 
have also played a part. The volume of copra ex- 
ports increased in 1972 by 44 per cent to 12,250 
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tons but, because of low prices, receipts declined by 
2.8 per cent to $T 1,064,570, 


In sharp contrast to the generally poor export 
performance in 1972 and in the immediately preced- 
ing years, the value of imports has risen steadily. 
In 1972, imports were valued at $T 7,456,000, an 
increase of 18.3 per cent on the figures recorded 
for 1971, compared with an increase of 13.8 per 
cent in 1971 and 8.9 per cent in 1970, While all 
import categories have shared in these increases, 
imports of foodstuff (especially meat, flour and 
sugar) and of machinery, capital equipment and con- 
sumer manufactures have been the main items con- 
cerned, These higher import payments reflect both 
greater volumes and higher import prices, especially 
for foodstuffs, 


The visible trade deficit in 1972 increased 
considerably to $T 5.4 million, compared with $T 
4.1 million for 1971, $T 2.9 million in 1970 and 
$T 1,7 million in 1969, Fortunately, Tonga nor- 
matly has a large surphis on invisible account, prin- 
cipally from tourism and remittances from Tongans 
living abroad, It is estimated that these latter re- 
ceipts amounted to approximately $T 4.5 million 
in 1972 and 1973, Together with inflow of foreign 
aid and some private capital, these appear to have 
been sufficient to cover most of the trade deficit. 


(c) Public pnance 


Recurrent revenue in the financial year 
1972/73 was $T 2,970,000 a decline of 5.3 per 
cent on that received in 1971/72, Recurrent ex- 
penditure, on the other hand, rose by 7.4 per cent 
to $T 3,390,000, Thus there was an appreciable 
widening of the current budget deficit to $T 420,000 
from a deficit of $T 16,000 in 1971/72. Recur- 
rent revenue comes mainly from taxes on foreign 
trade and revenue from public services, with income 
tax and poll tax forming less than 8 per cent of 
the total. More than a third of recurrent expen- 
diture is absorbed by education, health and other 
social services, another third by general administra- 
tion and the balance by a variety of economic ser- 
vices, such as agriculture, transport and commu- 
nications. 


In 1973/74, revenue is budgeted to rise to 
$T 3,150,000, an increase of 6 per cent on that for 
1972/73, but about the same level as in 1971/72. 
The planned increase in expenditure is only 2.4 per 
cent to $T 3,470,000 but, although less than in 
1972/73, the estimated budget deficit of $T 320,000 
is still substantial in relation to total expenditure. 


Development expenditure over the five years 
of the current development plan ending in 1975 
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was planned to be $T 1,430,000 in 1970/71 (the 
first year), falling to $T 500,000 in 1974/75. 
Actual expenditure has been running well below 
estimates because of difficulties in the planning and 
execution of projects, and especially because of pres- 
sures on the local construction industry and shortage 
of funds. The high level of the current budget 
deficit is relevant to this. External aid will provide 
the bulk of development funds over the plan period. 


(d) Money and prices 


As in many other countries, the general price 
stability enjoyed by Tonga through 1969 gave way 
to a persistent upward movement from the last quar- 
ter of 1971. Consumer prices rose by 5.9 per cent 
during the course of that year, and then rose further 
during 1972 by 7.6 per cent. Early in 1973, prices 
began to increase even more rapidly: the index 
showing a rise of 11.3 per cent for the six months 
ended June 1973. Rising food prices, especially for 
imported foods, were the main reason for these 
changes, the foodstuffs component of the index 
showing an increase of over 24 per cent in the 
twelve months to June 1973. The increase in prices 
of other imported commodities has also been a 
causal factor. 


There are no banks in Tonga, although, under 
an agreement in 1972 between the Government and 
an American bank and two New Zealand banks, one 
is in the process of being established. Banking 
functions have hitherto been a responsibility of the 
banking division of the Treasury. Savings bank 
deposits with the banking division increased by 20 
per cent during 1972, rising from $T 884,511 at 
the end of December 1971 to $T 1,061,901 at the 
end of December 1972. Currency in circulation, 
which had remained fairly stable through 1969 and 
1970, began to increase in 1969 and more swiftly 
in 1972. Notes outstanding amounted to $T 
841,532 at the end of 1971 and $T 1,035,097 at 
the end of 1972, an increase of 23 per cent. 


Preblems and prospects 


The persistent decline in export receipts from 
Tonga’s two main exports, bananas and coconut 
products, and a widening of the trade gap owing to 
rapidly rising imports continue to give rise to se- 
rious concern. There remains an urgent need both 
to find alternative sources of export income and to 
overcome some of the production problems which 
beset Tongan agriculture. Although manufacturing 
development does not offer substantial scope for 
major expansion of employment opportunities in this 
sector, some degree of import substitution seems 
feasible. A more important development would be 
to increase the extent of local processing of agri- 
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cultural produce geared to the export market. This, 
however, implies more vigorous efforts to assist and 
encourage producers to improve both subsistence 
output and to expand output of market crops. 


The course of public revenue and expenditure 
over recent years is also a matter of some concern, 
Revenue has increased only slightly and is insuffici- 
ent to meet requirements for public expenditures, 
especially on social services, which absorb an in- 
creasing proportion of the total budget. Thus, the 
current budget has not yielded the contribution to 
development expenditure that had previously been 
expected. A review of the taxation system has al- 
ready been carried out and consideration is being 
given to the recommendations made. 


WESTERN SAMOA 


Introduction 


Following an impressive recovery in the pre- 
vious year, exports slumped fairly sharply in 1972, 
mainly owing to poor export prices for major com- 
modities and lower volumes of cocoa and banana 
shipments. Imports rose to a record level, result- 
ing in the biggest deficit on commodity account in 
the country’s history. Despite a sharp increase in 
the favourable balance on invisible items in the 
balance of payments, and a substantial net inflow 
on capital account, reserves fell by $WS 1.7 million, 
although total reserves remained at a more than 
adequate level in relation to the country’s over-all 
trading position. Despite a poor export perform- 
ance, national income in current prices appears to 
have risen substantially in 1972, mainly because of 
heightened activity in trading, government and con- 
struction sectors, and, to some extent, manufactur- 
ing and tourism. Although the rise in consumer 
prices was again relatively high (7.8 per cent), real 
income per head appears to have increased by about 
1-2 per cent in 1972. 


TABLE II-2-35. 
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Recent economic developments 


(a) Output 


Provisional non-official estimates of Western 
Samoa’s gross domestic product at current prices for 
1972 show that, despite a decline in agricultural 
output, total GDP in current prices increased by an 
estimated 11 per cent, the strong expansion by the 
trading and government sectors being particularly 
notable. With a population increase of approxi- 
mately 2,1 per cent,! and a consumer price rise of 
about 8 per cent, real income per capita would have 
increased marginally. 


Assessments of income levels have to take into 
account indirect taxes and subsidies, as well as per- 
sonal remittances from overseas. Gross national 
income at market prices, so assessed, is estimated 
at $WS 21.6 million, which gives a per capita figure 
of $WS 145 allowing for total population of 
149,000. ‘This estimate needs to be supplemented 
by subsistence income which would probably be of 
the order of $WS 40-50 per person. 


(b) External trade and payments 


Exports fell from $WS 4.5 million in 1971 to 
$WS 3.4 million in 1972, a 22 per cent decrease. 
Proceeds from each of the country’s three main 
traditional export crops fell heavily, which would 
have meant a drastic fall in total export receipts had 
there not been a sizable expansion in exports of 
hardwood and timber products, the value of which 
rose to $WS 568,100, compared with $WS 197,100 
in the previous year. Although the volume of copra 
exported rose from 17,871 tons to 18,722 tons, total 
proceeds declined from $WS 2 million to $WS 1.4 
million as a direct consequence of low prices. For 
cocoa, export volume fell from 2,890 tons to 1,912 
tons, which, combined with a marginally higher 
price, resulted in a fall in proceeds from $WS 1.3 


’' The population growth rate noted above refers to actual rates of 
increase after taking account of net migration; the natural rate of 
growth is estimated at 3.4 per cent. 
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Source: 
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million to $WS 0.9 million, Bananas registered the 
most dramatic slump; in 1972 a total of 94,333 
cases valued at $WS 201,400 was exported, com- 
pared with 247,631 cases valued at $WS 535,200 
in 1971, In the first half of 1973, the volume of 
exports of bananas and cocoa continued to decline. 
This can be attributed mainly to the lag effect of 
poor prices prevailing in the 1971/72 period, coupl- 
ed with continuing problems of pests and plant 
disease, deficient management, and competition 
from the domestic market. Despite buoyant prices 
for both copra and cocoa in particular, and higher 
returns from the export of forestry products, total 
export proceeds were 8 per cent lower in the first 
half of 1973 than in the same period of 1972. 


Imports rose from $WS 9.6 million in 1971 to 
a record $WS 15.7 million in 1972, an increase of 
63 per cent. For 1973, imports are likely to be 
below the 1972 figure as a result of measures taken 
recently by the Government to reduce private im- 
ports, as well as the completion of major construc- 
tion projects which involved substantial imports of 
capital equipment and supplies in their early stages. 
Part of the increase in imports for 1972 was ac- 
counted for by the importation of two aeroplanes 
and a trading ship valued at $WS 2.6 million in 
all, but the rise in imports was still large (36 per 
cent) even if these particular non-recurrent items 
are left out of consideration. The deficit of $WS 
12.2 million far exceeded the record deficit incurred 
in 1970, but, with a very substantial increase in pri- 
vate investment and other short-term capital and in 
the balance on invisible account, the fall in official 
international reserves was only $WS 1.7 million. 

(c) Public finance 

In 1972, government receipts were $WS 10.1 
million, compared with $WS 9.3 million in 1971, a 
rise of 8.6 per cent. A main reason for the in- 
crease was a rise in proceeds from import duties 
and related charges from $WS 3.1 million in 1971 
to $WS 3.7 million, reflecting a buoyant import 
trade and a relatively strong rise in yield from in- 
come tax. Total public expenditure rose by 14 per 
cent from $WS 9.2 million to $WS 10.5 million. 
Development expenditure (mostly under the develop- 
ment plan) fell slightly from $WS 2.5 to $WS 2.1 
million, while recurrent expenditure (including the 
Government’s contribution to the National Provident 
Fund) accounted for the biggest share of the in- 
crease. Spending on other public works, mostly 
financed under various foreign aid arrangements, 
totalled approximately $WS 1.0 million in 1972; 
such projects included the airport road, ferry ser- 
vice, equipment, consultancy work and a rural water 
project. 


For 1973, government receipts are estimated 
at $WS 12.5 million: $WS 10.3 million from ordin- 
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ary and related receipts and $WS 2.2 million from 
domestic and foreign grants and loans. Govern- 
ment spending is estimated at $WS 12.6 million, 
leaving a deficit of $WS 83,000. The value of 
foreign aid on a bilateral basis, although small over- 
all, will be increased fairly steeply in 1974; in par- 
ticular, New Zealand aid is to rise from $WS 0.9 
million to $WS 1.2 million and Australian aid from 
$WS 0.2 million to $WS 0.5 million. 


(d) Money supply and prices 


Trading bank activity increased sharply during 
the year. Total advances rose from $WS 2.0 mil- 
lion in 1971 to $WS 3.1 million in 1972, an increase 
of 50 per cent, while an additional advance of $WS 
240,000 was made to the Government. The money 
supply rose from $WS 2.6 million to $WS 3.1 mil- 
lion, but the rate of increase was well below that 
of the previous year. 


Price increases accelerated further in 1972, 
rising from an annual rate of 4.6 per cent in 1971 
to 7.8 per cent (or 5.0 per cent in terms of the new 
index). Prices in the first half of 1973 rose by 3.4 
per cent (new index), despite the institution of offi- 
cial price controls on a range of key commodities. 
Higher prices for imports, and freight costs (which 
have increased by approximately 50 per cent over 
the last two years up to mid-1973) are considered 
to be major factors in the inflationary trend. Short- 
ages in the supply of several local food crops in 
1972, because of adverse weather conditions, also 
contributed to higher prices, although prices in this 
sector have eased recently with improvements in 
supply. On the demand side, the substantial ex- 
pansion in both bank credit and government expen- 
diture has contributed to the general ‘heating up’ of 
the economy; this would have had some repercus- 
sions on prices. 


Major policy developments 


In 1972, Western Samoa’s newly-elected Goy- 
ernment initiated a number of measures designed 
principally to restrain public expenditure and im- 
ports. Among these measures were a cut in plan- 
ned government expenditure for 1974, a reduction 
of 5 per cent in the 1973 foreign exchange alloca- 
tion to private importers, and appeals to local bank- 
ing and allied credit institutions for restraint in 
credit expansion. Other measures introduced or 
under consideration by the Government are designed 
to allow a more regular and systematic review of 
economic activity. They clearly reflect a renewed 
awareness by the Government of present deficiencies 
in its ability to influence and control the course of 
economic development in an effective manner. 
Examples of these measures are the establishment 
of a Price Control Board (1972), and the possible 
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formation of a council for economic co-ordination. 
International Monetary Fund (IMF) assistance in 
the examination of Western Samoa’s budgetary and 
trade situation has been sought. 


Efforts to strengthen infrastructural facilities 
continued in 1972 and 1973. Work on the airport 
road was completed in 1973, and further road de- 
velopment, including a major project on the east 
coast of Upolu, is proceeding. Other works cur- 
rently being implemented are the provision of a 
ferry service between Savai’i and Upolu, and major 
improvements to the country’s internal and external 
telecommunication facilities, including the installa- 
tion of an automatic telephone exchange, under a 
$US 2.6 million loan from the Asian Development 
Bank (ADB). Due to commence shortly are a 
project to upgrade the electricity supply in Apia and 
certain rural districts, financed by a $US 2.3 million 
loan from ADB, and a hydrological and meteoro- 
logical survey to study the country’s hydro-power 
potential. The possible establishment of an export- 
processing zone is under examination with the assis- 
tance of a UNIDO technical expert. 


On the monetary side, the National Provident 
Fund was launched in 1972 and, with an estimated 
inflow of funds of around $WS 800,000 per year, 
is expected to have a substantial impact on the 
country’s saving and investment capacity. Addi- 
tional funds were made available to the Develop- 
ment Department administered by the local bank; 
this development unit is to be reorganized to form 
the Samoan Finance and Development Corporation 
in 1973 under technical assistance from ADB. A 
further 5 per cent of the share capital of the Bank 
of Western Samoa was purchased by the Govern- 
ment, giving it an equal share in ownershiv with the 
Bank of New Zealand, co-partner in the Bank. An 
IMF mission visited the territory and recommended 
the establishment of a central monetary authority, a 
suggestion which has been well received by the 
Government. Another IMF mission examined bank- 
ing legislation with a view, among other things, to 
relaxing existing conditions for the possible entry of 
other banks into the territory. Western Samoa also 
joined the World Bank in 1973. 


Problems and prospects 


Several major projects under the country’s 
second five-year plan, inaugurated in 1970, are 
falling well behind schedule. A large-scale cattle 
project, undertaken by a joint UNDP/FAO-ADB 
arrangement, has virtually come to a stand-still and 
is under investication. Among other things, the pro- 
iect has encountered problems over inadequate graz- 
ing area, shortage of feed, the occurrence of animal 
disease and generally, poor supervision and co- 


ordination. Development in the fisheries field has 
also been held back by administrative problems, al- 
though major efforts are planned for 1974. Pro- 
duction targets set for both these projects in the 
current plan period (1971-1975) are likely to fall 
short of being realized. The same is true of export 
products, such as cocoa and bananas, although, for 
the latter, the present policy favouring large com- 
mercial producers (including WSTEC) may reverse 
the downward production trend of the past few 
years. All in all, a comprehensive review of the 
development effort seems warranted, particularly in 
view of the need to remove bottlenecks and to 
implement projects of major national priority. 


Of the other sectors, tourism and construction 
in particular are likely to experience further strong 
expansion. Although the number of tourists enter- 
ing Western Samoa is currently below projected 
numbers, the rate of expansion is still high; tourist 
expenditure will reach approximately $WS 2.2 mil- 
lion in 1973. However, with Western Samoa be- 
coming somewhat expensive as a tourist destina- 
tion, especially for such countries as Australia and 
the United States whose currencies have been de- 
preciating, a levelling-off in the rate of future ex- 
pansion can be expected. Moreover, the Govern- 
ment has shown some concern at the current pace 
of hotel expansion and no new hotel proposals will 
be considered before 1973. Legislation to control 
the tourist industry is also under consideration. 


Construction is currently enjoying boom con- 
ditions, especially in the area of commercial build- 
ing, hotels and private dwellings. Although manu- 
facturing and trading activities are unlikely to make 
major advances in 1973 and 1974, the momentum 
provided by agriculture, construction and tourism, 
should serve to raise gross domestic product by a 
respective margin once more. 


Events in the years reviewed here suggest the 
need for the Western Samoan Government to exert 
a more effective control of the economy in order to 
ensure that. the development effort has a sound 
basis: measures are needed to achieve closer co- 
ordination between departments (and with outside 
supporting development organizations); clarification 
of policy in the fiscal and monetary spheres; and the 
adoption of appropriate measures designed to en- 
hance the Government’s taxable capacity. Apart 
from this, continuing efforts are needed to revitalize 
the agricultural sector, to exploit areas of major 
productive potential, and to promote labour train- 
ing, particularly in skills needed to service develop- 
ment projects of maior importance to the country. 
The need to contain the rate of inflation within rea- 
sonable limits is also a matter of priority. 


ECONOMIC BULLETIN FOR ASIA AND THE FAR EAST 
Index of articles 


The articles published in the Economic Bulletin, since Vol. XXI, are listed below*: 


Vol. XXI, No. 1/2, June/September 1970 (Joint issue) 


Report of the Seminar on Recent Developments in 


Planning Techniques 


Structural development in the developing ECAFE 


countries 


Resource allocation between capacity creation and 


capacity utilization 
Relevance of development models to economic planning 
in developing countries 


Interrelations between project, sectoral and aggregate 
planning 


Vol. XXI, No. 3, December 1970 


Problems of integrating into the 


national economic plan 


the private sector 


Economic co-operation among the Council for Mutual 
Economic Assistance (CMEA) countries 


Economic reforms in socialist countries 


Vol. XXI, No. 4, March 1971 


Vol. XXII, No. 1/2, June/September 1971 


Economic Survey of Asia and the Far East 1970 


— Part One: The role of foreign private investment 
in economic development and co-operation in the 
ECAFE region 


Part Two: Current economic developments 


(Joint issue) 


Report of the Expert Group on Criteria, Machinery and 
a Detailed Scheme for Periodic Performance Evaluation 
during the Second Development Decade 


Three papers on price and trade indices for Afghanistan 


Manpower demography of countries in Asia and the 
Far East 

Trends in the economic and social development of the 
Soviet Central Asian Republics 


Vol. XXII, No. 3, December 1971 


Conference of Asian Economic Planners (fourth session) 
Country economic surveys 


Vol. XXII, No. 4, March 1972 


Economic Survey of Asia and the Far East 1971 


— Part One: Social justice, employment, and income 
distribution in the ECAFE region 


— Part Two: Current economic developments 


Vol. XXII, No. 1, June 1972 


India: A review of development strategy policy and 
performance 


Development policies in Ceylon: 


Republic of Korea: 
policy issues 


1966-1971 
Economic development and major 


Effects of income redistribution on economic growth 
constraints: Evidence from the Republic of Korea 


Ways and methods of economic planning in the USSR: 
Case study of Tadzhikistan 


* For Economic Bulletin issues prior to Vol. XXI, 1970, please refer 
to the Development Planning Division, ECAFE. 


Vol. XXIII, No. 2, September 1972 


Regional development planning 
Progress reporting and evaluation 
Planning process and programming techniques 


Examination of policy measures that contribute to equity 
and social justice without substantial sacrifice of 
economic growth : 


Employment effect of currency overvaluation 
Institutional structure and reforms 
Industrialization trends in the developing ECAFE countries 


Vol. XXIII, No. 3, December 1972 


Report of the Expert Group on Progress Evaluation during 
the Second United Nations Development Decade (second 
session) 


The distribution of incomes in the ECAFE region: Causal 
factors and remedial policies 


Industrial policy issues and the employment problem 
Agricultural employment and productivity 
On the measurement of mass poverty in India 


Report of the Preparatory Group of Experts in connexion 
with the Ninth Group of Experts on ~Programming 
Techniques 


Vol. XXIII, No. 4, March 1973 


Economic Survey of Asia and the Far East 1972 


— Part One: First biennial review of social and 
economic developments in ECAFE developing coun- 
tries during the Second United Nations Development 
Decade 

— Part Two: Current economic developments and 
policies in the countries of the ECAFE region 


Vol. XXIV, No. 1, June 1973 


Declaration of Population Strategy for Development 

The interrelationship between economic development and 
population growth during the Second and Third Develop- 
ment Decades 

Manpower growth and labour absorption in developing 
Asia 

Population and food supply in Asia 

Implications of population trends on urban development 
and housing 

The role of incentives in family planning 

Future family planning impact: Method and data 
requirements 

Selected aspects of the first regional survey of demo- 
graphic research and teaching (training) institutions in 
demography in the ECAFE region 


Vol. XXIV, No. 2/3, September/December 1973 (Joint issue) 


On the development of basic income indicators to 
supplement GNP measures 


Anatomy of labour absorption in Philippine manufactur- 
ing, 1956-1966 


The unemployment problem in Fiji 


The structure of industrial protection in Thailand during 
the 1960s 


The optimum stability of exchange rates 


Vol. XXIV, No. 4, March 1974 


Economic Survey of Asia and the Far East 1973 
— Part One: Education and employment 
— Part Two: Current economic developments 


